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Editorial Comment 


THE STRUGGLE FOR BANKING CONTROL 


NE of the features of the Eccles banking bill over 
which the fiercest contest has raged is that relating 
to the control of the Federal Reserve System. Dur- 

ing this controversy the fact has been somewhat obscured 
that control of the system is already largely in the hands 
of the Government. Members of the Federal Reserve 
Board are named by the President, and they have the power 
to remove the directors of the Federal Reserve banks. True, 
the Eccles bill would enlarge the Government’s control over 
the Federal Reserve Board itself and in respect to the open 
market operations. 

The fundamental difference between those who have 
favored the enactment of this bill and those who have 
opposed its enactment is, manifestly, over the point as to 
where the power of control should be lodged. That a con- 
siderable degree of power should be centralized, if the policy 
of the Federal Reserve is to be made effective at any given 
time, may be conceded; but there is much disagreement as 
to the place of such centralization: with the Federal Re- 
serve Board (which under the Eccles bill would be substan- 
tially with the President), with the Federal Reserve Board 
and the twelve governors of the Federal Reserve banks 
jointly, or with a wholly independent body. The arguments 
for each of these forms of control are already familiar, as 
are those against them. Should the Government be given 
absolute control of the system, it would probably result in 
lack of restraint of Treasury borrowings from the Federal 
Reserve banks, and failure, for political reasons, to adopt a 
policy at a given time which sound banking and credit 
might dictate. On the other hand, if control should be 
centralized in the banks themselves, they would be subject 
to violent criticism should their policies fail in assuring a 
reasonable degree of financial and economic stability. 

Ideally, no doubt, it would be desirable to concentrate 
authority in a properly-constituted Federal Reserve Board 
that would be independent of domination from any source 
whatsoever. But in banking, as in most activities where 
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the human factor plays so large a part, attainment of the 
ideal is by no means easy. Perhaps in the end a fair com- 
promise of this controversy will be found to be the only 
practical solution of the problem. 


UNITED STATES SUPREME COURT 
DECISIONS 


WO decisions of great importance were rendered last 
month by the Supreme Court of the United States 
one holding that the National Recovery Act consti- 
tuted an attempt to delegate unwarranted powers of legisla- 
tion to the President, and the other holding that the pro- 
vision of a five-year moratorium on farm mortgages 
(Frazier-Lemke Act) was unconstitutional on the ground 
that it violates the due process of law clause of the Constitu- 
tion. This latter act provided that if efforts to scale down 2 
farm mortgage to a sum the farmer was able to pay, failed 
the mortgage should not be foreclosed for a period of five 
years, the farmer in the meanwhile continuing to occupy 
the land at a fair rental value. At the end of the five years 
the occupant could purchase the property by paying its 
appraised value, without regard to the sum fixed in the 
mortgage. In delivering the court’s opinion Justice 
Brandeis said: 
If the public interest requires and permits the taking of property 
of individual mortgages in order to relieve the necessities of individual 
mortgagors, resort must be had to eminent domain; so that, through 


taxation, the burden of the relief afforded in the public interest may 
be borne by the public. 


In his opinion, Justice Brandeis laid down the principle 
that the “right of the mortgagee to insist upon full payment 
before giving up his security has been deemed of the essence 
of a mortgage.” 

The decision in the farm mortgage case has been dealt 
with first because its elements are more within the province 
of THE BanKers MaGaziIne than are those of the National 
Recovery Act. With respect to the latter act it may be 
said that the Supreme Court has declared the act invalid 
because it sought to delegate legislative authority to the 
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President in violation of the Constitution, and that the 
attempt made to regulate hours of labor and rates of wages 
in industries only indirectly related to interstate commerce 
constituted an effort to effect centralization of power in the 
Federal Government and the overriding of the autonomy 
of the states in their local concerns. 

Professing no expert authority respecting the numerous 
and complicated subjects embraced in the National Re- 
covery Act, THE BANKERS MAGAZINE may nevertheless 
hazard the opinion that many of the objects of this measure 
were laudable. Whether the means of accomplishing them 
were equally praisworthy is another matter and one as to 
which the Supreme Court has spoken in no uncertain terms. 

Whether the good in the National Recovery Act may 
be measurably preserved, either by fresh legislation or by 
voluntary action among the major industries of the country, 
is a matter time will decide. 

The cultivation of higher ethical standards and sounder 
trade practices is a matter about which American business 
men cannot be unconcerned. Too much was attempted by 
the National Recovery Act, and in a manner not sanctioned 
by the Constitution. It now remains for the business men 
to show what they themselves can do in effecting practicable 
and desirable reforms in industry and trade. 





RANDOM OBSERVATIONS ON THE SUPREME 
COURT’S DECISION 


OST of the comments on the recent sweeping deci- 
sion of the United States Supreme Court have been 
confined to its legal and economic consequences. 

But there are some other aspects of the decision both amus- 
ing and interesting. Note one thing in particular. For 
many years the Democratic party has been the stout de- 
fender of states’ rights, while the Republican party has 
been considered as upholding a strong centralized form of 
government. Jefferson was the patron saint of the Demo- 
crats, Hamilton of the Republicans. Now the position of 
the two parties seems to be threatened with a complete 
reversal, the Republican party becoming the champion of 
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the rights of the states and the Democratic party bound 
to enlarge the powers of the Federal Government. From 
this some amusement may be derived, even in these disturb- 
ing times, 

For a long time the one personifying the United States 
has been looked on as a lovable uncle, disposed in that rela- 
tion to be somewhat tolerant of the vagaries of his many 
nieces and nephews. He was a gracious fellow, completely 
lacking the stern authority attaching to many parents. 
These are times when children are supposed to be rebellious 
against the attempts of their parents to enforce upon them 
codes of conduct—clearly belonging to the horse and 
buggy age in an era of automobiles and airplanes. Possibly 
that is why a great many people in the country do not 
regard with favor the growing parental authority being 
extended over their affairs from Washington. 

Bankers, also, may be deeply troubled over the Supreme 
Court’s decision. They may be wondering in what category 
banking must be placed. Is it interstate or intrastate? Let 


the hope be expressed that in trying to solve this question 
their summer vacations may remain undisturbed. 





HOLDING BANK DIRECTORS TO THEIR 
DUTY 

DMONITIONS to bank directors to take their 

A responsibilities more seriously have been thick as 

Milton’s leaves in Vallombrosa’s vales, but they seem 

not to have made the desired impression. Repeating these 

admonitions in a recent address, Leo T. Crowley, chairman 

of the board of the Federal Deposit Insurance Corporation, 
said: 


The responsibility for the sound management of a banking institu- 
tion rests principally with the local board of directors. Directors must 
take a more active part in the conduct of their business. They must 
go to greater lengths to assure themselves that the executives of their 
banks are competent and that the business is being soundly managed. 
Not only the directors but also the entire management and each employe 
must realize in the future more concretely than in the past that banking 
is more than an individual business, it is a public trust; that it affects 
at every contact the public interest, and that it is a public utility in 
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the highest sense. Perhaps we in this country have been somewhat lax 
in developing and demanding a true sense of responsibility in our bank 
directors. There can be no effective substitute for this responsibility. 
































The incentives which prompt directors properly to dis- 
charge their responsibilities are of two kinds. In the first 
place, as stockholders their profits may be impaired by neg- 
lect of their duties, and in the second place they no doubt 
feel a sense of obligation as trustees for the deposits of the 
community. But no doubt, to a considerable extent at 
least, the director feels that he has discharged his duty 
when he has exercised due care in selecting the officers who 
are actually to manage the bank. Most of the directors are 
not bankers themselves, but men engaged in other lines of 
industry and trade. 

Might not the director take a keener interest in the 
affairs of his bank if he received some direct compensation 
for his service, either in the shape of an outright salary, or 
a special participation in the profits? Directors in our 
banks are so numerous that it would probably be found 
impossible thus to compensate all of them, though possibly 
this difficulty could be met by limiting the compensation 
to a small number constituting the executive committee of 
the board. 

It may be regarded as unethical, in these times, to sug- 
gest monetary reward for the performance of what should 
be considered a moral duty; still, profit remains a powerful 
incentive to human activity. 


RELATIONS OF THE FEDERAL RESERVE 
WITH BUSINESS AND INDUSTRY 


PEAKING on this subject before the recent conven- 
tion of the Illinois Bankers Association, M. S. 
Szymczak, member of the Federal Reserve Board, 
gave an interesting account of the experience of the Reserve 
banks in making loans to industry and trade, either directly 
or in co-operation with member banks. His address dealt 
principally with Section 13b of the Federal Reserve Act 
providing for loans of the character indicated. The speaker 
thus defined the provisions of this section: 
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The new legislation was adopted June 19, 1934. It amends the 
Federal Reserve Act by the addition of Section 13b, which provides 
that the Federal Reserve banks may co-operate with member banks, 
nonmember banks, and other financing institutions in making loans to 
furnish working capital to established industrial and commercial busi- 
nesses, and in exceptional circumstances, may make such loans direct 
when credit is not available on a reasonable basis from the usual 
sources. The loans may be made to established industrial and com- 
mercial businesses, they are to be made for the purpose of providing 
working capital, and they are to have maturities not exceeding five years. 
Also, it is expected that they will be made “on a reasonable and sound 
basis.” 

In each Federal Reserve district an industrial advisory committee 
composed of active business men in the district is created. The law 
limits funds available for advances and commitments by the Federal 
Reserve banks to the total surplus of the banks as of July 1, 1934, or 
about $140,000,000 plus certain payments to be made by the United 
States Treasury, which would bring the total available up to about 
$280,000,000. 

The question naturally arises, what are the results? As of May 8, 
1935, the industrial advisory committees had approved 1676 applica- 
tions, amounting to $88,066,000 and the Federal Reserve banks had 
approved 1509 applications, amounting to $84,008,000. Adding the 
advances actually made ($29,626,000) and the commitments outstanding 
($18,040,000)—for a commitment is equal to an advance, since the 
money must be kept available for the purpose of taking up the paper— 
we have a total of $47,666,000, of credit actually in use. There have 
also been some repayments, some applications have been withdrawn, and 
some are awaiting completion by the applicant before disbursement of 
funds can be made. 

The fact that the Federal Reserve banks have about $280,000,000 
available for industrial loans, under the provisions of the act, and after 
nearly a year have a little more than $88,000,000 of advances approved 
by the committees might suggest either indifference on the part of the 
system to the program or lack of demand for the kind of credit made 
available by the act. I believe that neither of these conclusions is 
warranted by the facts. The board and the Federal Reserve banks 
have stressed the program repeatedly and at the same time evidence 
still exists of a need for such credit for small industry and business. 

As a matter of fact, strange as it may seem, up to the present 
most of the money has had to be placed on direct loans by the Federal 
Reserve banks. And that needs to be explained. The Federal Reserve 
banks are not organized to take business away from the local bankers 
and they most certainly do not wish to do so. It is stipulated in the 
law that direct loans shall be made by the Federal Reserve banks only 
in exceptional cases and when the required credit is not available from 
the usual sources. 

The Federal Reserve Board and the Federal Reserve banks have 
felt that this stipulation was extremely wise. The objection that the 
banker makes to these loans is, of course, that they have too long 
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maturities and sometimes may be considered poor risks; but these objec- 
tions were largely removed, so far as the member and nonmember banks 
or other financing institutions are concerned, by the commitment which 
the Federal Reserve Bank will make to take over the loan from the 
lending bank without recourse, except that the lending bank must 
obligate itself for at least 20 per cent. of any loss. This means, of 
course, that the member bank or other financing institution which makes 
a loan is able both to insure liquidity for the loan, and also to have as 
much as 80 per cent. of it underwritten by the Federal Reserve Bank. 
A long term loan, that may be discounted at the Federal Reserve Bank 
at any time without recourse as to 80 per cent. of any loss, is, from 
the point of view of the commercial bank, as liquid as any earning asset 
it may hold. 

In times like these when the banks have more funds than they can 
put to profitable use, and on that account have difficulty in making 
adequate earnings, it seems to me important that you should understand 
the possibilities open to you under Section 13b and should make the 
most of them. 


In concrete terms, what the provisions of the law mean to you 
bankers may be stated as follows: 


First: You may make a loan on a reasonable and sound basis with 
a maturity not exceeding five years to an established industrial or com- 


mercial business in your community for the purpose of supplying it 
with working capital. 


Second: If the loan is acceptable to the Federal Reserve Bank 
(which may be determined before the loan is made) you may obtain 
from the Federal Reserve Bank a commitment to take over the loan on 
stated terms at any time within the period of the commitment. 

Third: You pay the Federal Reserve Bank a small charge for this 
commitment, the amount paid depending principally upon the length of 
time covered by the commitment. For the Federal Reserve districts 
in which this state is located the Federal Reserve Bank rates on com- 
mitments are from 1 to 2 per cent. per annum, which may be called 
either an insurance charge or a charge for standing by. Having paid 
it and received its commitment the bank is assured that the loan which 
the commitment covers is perfectly liquid. 

Fourth: If you subsequently need to dispose of the loan on which 
you hold the commitment you inform the Federal Reserve Bank of your 
desire, and the loan is taken off your hands. The Federal Reserve 
Bank discount rates on industrial loans in the districts in which this 
state is located are from 414 to 6 per cent. 

Fifth: Under the terms of the commitment the Federal Reserve 
Bank will relieve you of obligation for as much as 80 per cent. of any 
loss sustained on the loan. In other words, you can sell or rediscount 
the loan without recourse up to 80 per cent. of its amount, but you 
continue under obligation for the remainder, which may be only 20 
per cent. 

While some of the loans that can be made under the law may 
involve more risk than you might feel justified ordinarily in assuming, 
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yet whatever risk may exist is in great part covered by the Federal 
Reserve Bank’s commitment. 

One banker who has been very ‘active in making industrial loans 
described in the following words his plan for setting up a special 
reserve to cover possible losses in such loans. 

“The usual participation is, of course, on an 80-20 basis. Generally 
the entire loan bears the maximum rate of 6 per cent. We look upon 
the 80 per cent. guaranteed part of the loan as a prime investment— 
to the point that if such an investment were available in the open 
market we would be willing to buy same on a 1 per cent. per annum 
income basis. We take all the income above 1 per cent. obtainable from 
that part of the loan guaranteed by the Federal Reserve Bank and set 
it up in a special reserve account to provide against any loss sustained 
in our participations.” 


There are two facts mentioned by Mr. Szymezak 
special interest. He states that out of a total sum of 
$280,000,000 available for loans, up to May 8 only $47,666,- 
000 had been employed, and he further : said that “up to the 
present most of the money has had to be placed on direct 
loans by the Federal Reserve banks.” 

If loans of this character have in them the elements of 
safety and profit to the extent above claimed, it would be 
instructive to learn why they have not been looked on with 
greater favor by member banks. 

Readers of THe Bankers MaGazrve are cordially in- 
vited to send in, for publication, their explanation of why 
they are apparently indisposed to make loans which seem to 
answer the requirements of safety and liquidity. 





SILVER AS A MONETARY METAL 


UST how Secretary Morgenthau’s statement, contained 
J in his radio address of May 13, that “we are also en- 

deavoring to restore silver to greater usefulness as a 
monetary metal” looks in theory and practice may be 
learned from the effect of our silver policy up to the present 
time. Writing to the New York Herald Tribune, in its 
issue of June 5, David I. Mackie, Jr., points out that some 
ten countries have either been forced to substitute paper for 
silver or to place an embargo on the export of that metal, 
China probably suffering the most serious effects. Our 
Chinese friends, noted for their politeness, have in this 
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instance been compelled bluntly to state that in professing 
to help their country by forcing up the price of silver we 
have been guilty of ignorance. And The Economist of 
London twits us in this fashion: “It will go ill with Presi- 
dent Roosevelt, hereafter, if Saint Peter has a Chinese 
assessor. History has recorded few episodes so cynical as 
the condemnation of a friendly foreign people to the disaster 
of a currency crisis to placate an American sub-party, whose 
vocal and verbal prowess has always been disproportionate 
to its real political and financial significance.” And in an- 
other issue of this publication than the one from which this 
extract was made, our silver policy is characterized in bold 
‘capital letters as “the silver racket.” 

In many countries of the world an enlarged use of 
silver might have been brought about, but in a different 
way from that which has been employed. Many countries 
of the world have been using paper instead of silver for their 
fractional currency. Some of these countries had attempted 
to replace this paper with silver subsidiary coin, an effort 
now difficult to achieve on account of the artificial raising 
of the price of the metal by the action of the American 
Government. 

The silver content of the silver coins in Great Britain 
is less, in proportion, than it was prior to the Great War. 
Even in the United States we might substitute fractional 
coins for the paper dollars. But this is not what the silver 
champions want. They wish to see silver restored to what 
they consider its rightful place as full standard money. 

Our silver policy has been of some benefit to the states 
and countries producing silver, but the evidence seems to 
indicate that it has caused injury to other localities. 





A DEFINITION OF SOUND MONEY 


PEAKING over the radio a short time since, Governor 
Marriner S. Eccles of the Federal Reserve Board, 
thus elucidated his conception of sound money: 

We have sound money when our system behaves in such a way as to 

help rather than hinder the full and efficient use of our productive 


resources. We have sound money when the energy and skill of Ameri- 
can workers, the productive capacity of our great industrial plants and 
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equipment and the fruitfulness of our land and natural resources are 
used in such a way as to make our real income of goods and services 
as large as possible, not merely for a few prosperous years followed 
by a period of idleness and want, but for year after year of enduring 
stability. This, it seems to me, should be the criterion of the soundness 
of money and not the amount of gold that is stored in the vaults of the 
Treasury. 

The ideal would be to have the money system functioning so smoothly 
and so efficiently that we would hardly be aware of its presence. Then 
we could concentrate on the fundamental problems of production and 
the distribution of income. 


Implicit in this statement seems to be a belief that money 
of itself is of more importance in producing these desir able 
conditions in trade and industry than many competent 
authorities are willing to concede, though all admit that 
money should be essentially sound. Probably had less at- 
tention been given to the money question, “we would hardly 
be aware of its presence,” and could concentrate on funda- 
mental problems. 





DEPOSIT INSURANCE AND BETTER 
BANKING 


NE objection persistently urged against deposit in- 
surance by many bankers has been that it encouraged 
reckless banking. The theory on which this objec- 

tion was based was that the banker would say, my depositors 
are safe, so why should I be specially concerned about their 
safety. In consequence of this attitude, he would be dis- 
posed to disregard the rules and principles of safe banking, 
and thus reckless banking would be fostered. The expe- 
rience of a number of states where deposit insurance had 
been tried, and had failed, went far to support this theory. 
But with the institution of deposit insurance under Federal 
law, a different result seems in process of emerging, due to 
the concern of the Federal Deposit Insurance Corporation 
for the financial health of the banks included in the insur- 
ance plan. Examinations take place both before and ge 
admission, and where the capital structure of a bank i 

weak, it is strengthened either by means of local stock ak 
scriptions or by means of purchase of preferred stock by 
the Reconstruction Finance Corporation. The organization 
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of banks, where additional banking facilities seem unwar- 
ranted, is also being discouraged. 

Objections to deposit insurance, on principle, will long 
remain, but to the extent that the administration of the 
insurance plan seeks to promote banking health among the 
insured banks, deposit insurance will serve a good purpose, 
although many bankers believe that larger and better re- 
sults could have been secured in another way. 

The experience with deposit insurance thus far shows, 
at least, that depositors in failed banks do get their money 
with much greater promptness than was possible before 
deposit insurance was instituted. 

Since failures have been most numerous among the 
smaller banks (one reason for this being, of course, that 
there were so many more small than large banks), the con- 
clusion might have been reached that the cure was to be 
sought in the abolition of this type of bank altogether. But 
that would have meant turning over the banking business 
to a few big banks with numerous branches—something for 
which the country is not yet ready. 

The large city banks feel that they are called on to con- 
tribute an undue proportion of the deposit insurance fund, 
since they are assessed on their total deposits, and not on 
the small amount actually insured. They are, in effect, 
paying not alone for protection of their own depositors 
but for that of thousands of other banks in whose manage- 
ment and control they have no part. 





PRESIDENT CONDEMNS PRINTING-PRESS 
MONEY 


N his address to Congress vetoing the proposal to pay 
the soldiers’ bonus by issuing greenbacks, President 
Roosevelt said: 


It is easy to see the ultimate result of meeting recurring demands 
by the issuance of Treasury notes. It invites an ultimate reckoning in 
uncontrollable prices and in the destruction of the value of savings, 
that will strike most cruelly those, like the veterans, who seem to be 
temporarily benefited. The first person injured by skyrocketing prices 
is the man on a fixed income. Every disabled veteran on pension or 
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allowance is on fixed income. This bill favors the able-bodied veteran 
at the expense of the disabled veteran. 

Wealth is not created, nor is it more equitably distributed, by this 
method. A government, like an individual, must ultimately meet legiti- 
mate obligations out of the production of wealth by the labor of human 
beings applied to the resources of nature. Every country that has 
attempted the form of meeting its obligations which is here provided 
has suffered disastrous consequences. 

In the majority of cases printing-press money has not been retired 
through taxation. Because of increased costs, caused by inflated prices, 
new issue has followed new issue, ending in the ultimate wiping out of 
the currency of the afflicted country. In a few cases, like our own in 
the period of the Civil War, the printing of Treasury notes to cover an 
emergency has fortunately not resulted in actual disaster and collapse, 
but has nevertheless caused this nation untold troubles, economic and 
political, for a whole generation. 


While early in his Administration the President had 
signed a bill authorizing the issue of $3,000,000,000 of green- 
backs (for purposes other than the bonus), it will be seen 
from the above that it is an authority which he shows no 
intention of exercising. 





EXTENSION OF REAL ESTATE LENDING BY 
BANKS 


UCH of the opposition to the banking bill has been 
M concentrated on Title II, providing for greater 

governmental control of the Federal Reserve banks, 
but here and there protests have been raised against the 
proposed authorization of real estate loans by the national 
banks on a somewhat liberal scale. For example, the com- 
mittee on finance and currency of the Chamber of Com- 
merce of the State of New York says in its report on the 
bill: 


Section 210 greatly increases the authority of national banks to 
make loans on real estate security. Real estate has never been con- 
sidered a suitable investment for banks of deposit and discount. When 
depositors are at liberty to withdraw their money at will, investments 
that can be quickly liquidated are essential, and real estate loans have 
accordingly been considered a proper function only for institutions like 
savings banks, insurance companies and real estate loan companies 
where liquid assets are not so essential to their financial stability. 
Other important financial countries have similar restrictions, and only 
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in recent years have national banks in this country been allowed in a 
limited way to make such investments. It is believed that if the banks 
had had more real estate mortgages their positions would have been 
merely that much worse during the period preceding the bank holiday. 
Had the mortgages been rediscountable, the Federal Reserve banks 
would have exhausted their credit and currency reservoirs long before 
March 4, 1933. It is estimated that about $3,600,000,000 additional 
money could be invested in mortgages under this proposed measure 
without exceeding the legal limitations. In practice under this proposed 
act we would be likely to have in this country the French system of 
“assignats” or notes based upon real estate, except there would be 
many more of them and the quantity of the ultimate security much 
greater. 


In this statement, as in others of similar import which 
have been made, it will be found that the objection is not 
against real estate loans in themselves, but against their 
suitability to commercial banks whose deposits, though 
partially on a time basis, are in effect demand deposits. 

The difficulty in applying this objection lies in the fact 
that in many cases in the agricultural regions about the 
only valuable security the applicant for a loan has to offer 
is his farm. He rarely owns stocks or bonds that he can 
put up as collateral. If then this objection to real estate 
loans by commercial banks is to prevail, these banks will 
be deprived of a large volume of business they have hereto- 
fore enjoyed. The diminished volume of business may, 
however, be carried on with relatively greater profit and 
with added safety. Could the lending on real estate be 
sharply separated from the commercial departments of the 
banks, and transacted solely with funds obtained by the 
banks on long terms, a way out of the difficulty might be 
found. 

There are already many institutions other than banks 
competing for real estate loans, but it is a field from which 
many country banks would not relish being wholly excluded. 









bf a > Py) 
AES. 





900.000.0000 DETAILS 


In twenty-five years of operation, 
Morris Plan institutions have made 
over 10,000,000 loans to borrowers 
not eligible for commercial bank 


accommodation. 


What this money has meant to large 
communities from coast to coast —in 
personal opportunity, liquidation of 
debts and stimulation of business — 


is impossible to calculate. 

The work entailed has been of vast 
proportions, for the number of oper- 
ating details required by investiga- 


tions, loan deposits and delinquent 


notices far exceeded the number of 
loans made. As a result, a Morris Plan 
institution must employ at least twice 
as many people as a commercial bank 


of equal resources. 


Out of all this experience, nation- 
wide in scope, the Morris Plan has 
developed methods which offer credit 
on a sound, economical basis to bor- 
rowers whose applications do not fit 


your own methods of operation. 


Round out the service of your bank by 
putting such applicants in touch with 


your local Morris Plan institution. 


MORRIS PLAN BANKERS ASSOCIATION 


with which is affiliated the Industrial Bankers Association, Inc. 


15 East FAYETTE STREET 


BALTIMORE, MARYLAND 


This series of advertisements 
is sponsored by Morris Plan 
institutions in 89 cities 








xt 





The Reorganized Bank 


The Question of Capital Structure Is a Real Problem for the 
Federal Authorities 


By U. V. 


UT of the banking debacle of 

1933 there has arisen a number 

of perplexing problems incident 
to the future of banking. These con- 
cern (1) the stock and shareholders’ pro- 
tection; (2) the protection offered to de- 
positors that their bank is safe and will 
continue to be sound financially; (3) 
the strengthening of the capital stock of 
the bank to assure its corporate exist- 
ence and likewise assure its acceptance 
within the Federal Reserve System and 
the Federal Deposit Insurance Corpora- 
tion. 

In this connection it is well appre- 
ciated that Federal banking officials are 
generally seeking, through rulings and 
legislative proposals, to make member- 
ship in the Federal Reserve System more 
attractive. Inasmuch as the capital 
structure of a bank must be carefully 
scrutinized the plans of reorganization 
for many banks have been the subject 
of official debate. 


REDUCTION OF CAPITAL STOCK 


One of the popular methods chosen 
for accomplishing the three aforemen- 
tioned essentials has been the reduction 
of capital stock, reducing its par value, 
issuing new stock and crediting a por- 
tion to capital structure and the re- 
mainder to surplus. A considerable 
number of banks have sought to utilize 
this method. A typical example might 
be outlined as follows: 

A bank reduces its capital stock from 
$50,000 to $5000 by reducing its par 
value from $100 to $10 a share. It 
then issues 4500 shares of new stock at 
$15 per share of which $45,000 is 
credited to capital structure and the re- 
mainder of $22,500 to surplus. This 





WILCOX 


leaves the bank with a new capital of 
$50,000 and a surplus of $22,500, as 
follows: 
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WILCox 

This discussion of the current prob- 

lem of the capital structure of the re- 

organized bank is of interest, as Mr. 

Wilcox is a newspaper correspondent 

in Washington, D. C., and specializes 
in banking legislation. 
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This is used toward the elimination 
of estimated losses of about $265,000. 
The remainder of such losses, approxi- 
mately $144,000, is eliminated by 25 
per cent. reduction in deposits amount- 
ing to $151,494. 


15 
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The figures may vary for differing in- 
stitutions, larger or smaller. But un- 
der the plan the depositors assign and 
transfer 25 per cent. of their deposits 
to the bank for the purpose of creating 
a guarantee fund for the protection of 
the solvency of the bank and in order 
at all times to maintain such solvency. 


A GUARANTEE FUND 


From this guarantee fund the bank 
may replace any and all losses which 
have been suffered, or which it may 


“Does the provision concerning 
the guarantee fund constitute an 
obligation in behalf of waiving de- 
positors and against the bank as 
will, or may, impair the bank’s 
capital structure? A_ sharp 
difference of opinion has arisen in 
Washington relative to the decisions 
already reached.” 


suffer, whether on account of losses in 
investments, depreciation in  invest- 
ments, or the uncollectibility of any of 
the bank’s assets. The depositors waive 
any right to a repayment from the guar- 
antee fund. 

As an inducement to waive 25 per 
cent. of their deposits the agreement 
provides that in the future, when the 
condition of the bank shall so warrant 
it, the bank may repay the depositors 
who have contributed their share on 
a pro rata basis. No interest is to be 
paid. The guarantee fund becomes a 
contingent fund for the prevention of 
any impairment of the capital stock of 
the bank. 

Should the bank be merged with an- 
other bank or consolidated or liquidated 
the agreement must be preferred over 
the capital stock in the distribution of 
the assets. It is further understood that 
the bank shail pay no dividends to the 
stockholders on the capital stock unless 
the guarantee fund is repaid in full. 


DOES THE PROVISION IMPAIR CAPITAL 
STRUCTURE? 


This is a typical condition which 
exists among many banks in several sec- 
tions of the country and which has been 
debated by the Federal Reserve Board, 
the Reserve Banks, at the Comptroller’s 
Office and the Federal Deposit Insur- 
ance Corporation. The Reconstruction 
Finance Corporation has likewise ruled 
on the matter. There is presented a 
problem which has been but partially 
solved even though the banks have com- 
pleted their plans along the lines stated. 
Federal banking bureaus are concerned 
with the question: “Does the provision 
concerning the guarantee fund consti- 
tute an obligation in behalf of waiving 
depositors and against the bank as will, 
or may, impair the bank’s capital struc- 
ture?” 

It is held on the one hand that the 
certificates of participation constitute a 
liability of the bank which must be 
taken into consideration in determining 
whether or not the capital of the bank 
is imypaired. A bank with impaired 
capital may not be a member of the in- 
surance fund and may not be a mem- 
ber of the Federal Reserve System. 

DIFFERENCE OF OPINION 

A sharp difference of opinion has 
arisen in Washington relative to the de- 
cisions already reached. While in many 
instances legal authorities have sought to 
justify this and similar plans of re- 
organization, in order to effect a general 
rehabilitation of the country’s banks, 
uncertainty exists which has in a num- 
ber of cases prevented banks from join- 
ing the Federal Reserve System. Their 
applications when refused have tended 
to discourage stockholders and deposi- 
tors and possibly injured the status of 
the bank and its future growth. The 
ComptrolJer of the Currency has sought 
in several instances to circumvent such 
problems through the co-operation of 
the Reconstruction Finance Corpora- 
tion. The R. F. C. has generally seen 
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fit to decide that the “obligation” of 
the bank under such reorganization 
plans has not injured its capital struc- 
ture. 

Because of the number of cases of 
this and allied types, the Banking Act 
of 1935 (if passed as presented to Con- 
gress) makes allowance for such insti- 
tutions by extending time limits for 
membership requirements in the Fed- 
eral Reserve System. This more lenient 
attitude is now basically necessary, it is 
argued, since membership in the system 
is automatically membership within the 
Federal Deposit Insurance Corporation. 

TWO VIEWS OF PROBLEM 

Two views of reorganization plans 
are held by the Federal Reserve Board. 
One group claims that such a reorgan- 
ization procedure violates Section 9 of 
the Federal Reserve Act (as at present 
written) which says that “no applying 
bank shall be admitted to membership 
in a Federal Reserve Bank unless it pos- 
sesses a paid-up unimpaired capital suf- 
ficient to entitle it to become a national 
banking association in the place where 
it is situated.” 

It is argued that the certificates of 
deposit, given for allowing 25 per cent. 
of the depositor’s account to supply a 
portion of the guarantee fund for the 
future stability of the bank, constitute 
a liability of the bank which must be 
paid at some future time, and therefore 
must be considered for the purpose of 
determining whether or not the capital 
of the bank is impaired. 


SUPPORT IN CIRCUMSTANCES 


Support of this view is found in com- 
parable reorganization circumstances 
where Edward J. Barrett, auditor of 
public accounts of the State of Illinois, 
declared: 

“Tt seems apparent that a bank issuing 
uch a deferred certificate assumes a 
Jefinite obligation to pay the amount of 
uch certificate at some time, and that 
there is no way by which it can be re- 


leased from such obligation except by 
the consent of the certificate holder. The 
obligation of the bank for the payment 
of such deferred claim is a liability of 
the bank to the same extent as the ob- 
ligation of the bank to pay the claim 
of any depositor. The only difference 
between the two classes of claims are 
as to the time of payment and the pref- 
erence of payment in the event of liqui- 
dation, and it seems clear that these dif- 
ferences do not justify a conclusion that 
there is no liability on the bank for the 
payment of the deferred certificates de- 
scribed.” 


CONSTITUTE FUTURE CLAIMS 


It is held that these certificates of 
deposit constitute future claims which 
must be or are counted upon, being 
subject to liquidation, ultimately. This 
view. is held supported by a court deci- 
sion relative to the insolvency of a bank 
in operation. This is to be determined 


“The view which is now being 
favored in high quarters where 
banking problems are considered 
holds that in cases of this kind the 
bank itself is not liable in any way 
for the present or the future; that 
none of the assets of the bank could 
even be paid to the waiving de- 
positors, except out of the earnings 
‘fully and unquestionably’ war- 
ranted by the bank’s condition, 
thus making the money which has 
been set aside, a contingent fund 
for the prevention of any impair- 
ment of the capital stock of the 
bank.” 


“when the cash value of its assets, 
realizable within a reasonable time in 
case of liquidation by its proprietors, as 
ordinarily prudent persons would gen- 
erally close up their business, is not 
equal to its liabilities, exclusive of its 
stock liabilities.” (People v. Gould, 
178 N. E. 133, 143.) 
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This is the view that a capital impair- 
ment is something less than insolvency. 
Consequently, in determining whether 
the capital of a going bank is impaired, 
the test as to what is the cash value of 
the bank’s assets realizable within a 
reasonable time in case of liquidation 
should be applied. 

In support of this view, section 303 
of the Emergency Banking Act of 
March 9, 1933, is said to apply: 

“The term ‘capital’ as used in pro- 
visions of law relating to the capital of 
national banking associations shall mean 
the amount of unimpaired common 
stock plus the amount of preferred stock 
outstanding and unimpaired; . . .” 

This view makes the problem not one 
whether depositors and creditors could 
be paid in event of liquidation, but 
whether there were sufficient assets re- 
maining out of which to pay all stock- 
holders an amount at least equal to 
the par value of their stock. 

THE MORE FAVORED VIEW 

The view which is now being favored 
in high quarters where banking prob- 
lems are considered holds that in cases 
of this kind the bank itself is not liable 
in any way for the present or the fu- 


“It is increasingly the opinion in 
Federal banking quarters that cap- 
ital stock is a capital investment— 
not a liability to be considered in 
determining solvency. It provides 
a margin of safety for depositors 
and creditors.” 


ture; that none of the assets of the 
bank could even be paid to the waiving 
depositors, except out of the earnings 
“fully and unquestionably” warranted 
by the bank’s condition, thus making 
the money which has been set aside, a 
contingent fund for the prevention of 
any impairment of the capital stock of 
the bank. 

It is held that in the event of liqui- 





dation or consolidation the fund is pre- 
ferred in assets, but it is also pointed 
out that the situation is then no dif- 
ferent than in the case of preferred 
stock or capital debentures. 
REAL PARTIES IN INTEREST 

The difference in views held on this 
subject is basically that the real parties 
in interest are the depositors and the 
stockholders and that the bank assumes 
no obligation except to disburse assets 
which belong to stockholders. That is, 
the bank is the third party and is only 
indirectly involved, but is not liable in 
a sense that affects its capital structure. 

It is increasingly the opinion in Fed- 
eral banking quarters that capital stock 
is a capital investment—not a liability 
to be considered in determining sol- 
vency. It provides a margin of safety 
for depositors and creditors. As a mat- 
ter of bookkeeping it is carried on the 
credit side of the ledger even as sur- 
plus and undivided profits, and in paral- 
lel, it is not a liability any more than 
surplus and undivided profits are lia- 
bilities. Dividends are in the same cate- 
gory. They are incident to capital- 
ownership-profits on stockholders’ in- 
vestment. Yet, lawfully, there can be 
no dividends except as they arise out 
of net profits. Net profits are not paid 
out of capital assets. 


WAIVING DEPOSITORS SUBROGATED 


In such plans where depositors and 
stockholders co-operate to strengthen 
the capital structure of their bank, it is 
held that the waiving depositors have in 
effect been subrogated to the rights of 
the stockholders. This automatically 
prevents their claim becoming an ob- 
ligation of the bank. 

As to the argument that since the 
agreement provides that in event of 
liquidation the depositors shall be pre- 
ferred in assets over the stockholders, 
therefore, upon dissolution, their claim 
becomes. an obligation of the bank; this 
is answered by pointing out that there 








are two classes of claims dependent 
upon the time of payment. The essence 
is that these obligations are not the 


ame. 


in 


ENCOURAGE MEMBERSHIP IN RESERVE 


The obligation of a general depositor 
is against the bank and must be paid 
even though it consumes the entire capi- 
tal structure. The waiving depositors 
can receive nothing except out of net 
earnings; funds that would otherwise be 
available as dividends to stockholders; 
dividends that are the personal property 
of the stockholders. It is held that, in 
fact, the agreement negatives the pos- 
sibility of capital impairment. 

The discussion is viewed as funda- 
mental in the present aim of the Ad- 
ministration through the Federal Re- 
serve to secure a greater number of state 
bank members. About 10 per cent. of 
state banks are members of the Federal! 
Reserve System. Many state banks are 
now operating under such reorganiza- 
tion plans, or similar ones. It is the dis- 
position of Washington banking leaders 
to encourage membership in the Reserve 
System incident to their membership in 
the Insurance Deposit Corporation. 


OBSERVED SPIRIT OF LAW 


It is recognized that during the past 
two years there have been hundreds—- 
even thousands—of national banks 
whose capital has been impaired and 
in some instances lost. Section 5205 
requires the Comptroller of the Cur- 
rency to place such banks in receiver- 
ship unless their capital is restored 
within three months. The Comptroller 
has found it convenient to observe the 
spirit rather than the letter of the law 
in order to protect the national bank- 
ing system. It is argued that the Fed- 
eral Reserve System has not suffered 
because these national banks were re- 
tained in the system, but was able to 
aid them to rehabilitate their capital. 
Fundamentally the argument that is 
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favored is that waiving depositors is an 
obligation of the stockholders and not 
an obligation of the bank. It is this 
broad interpretation that is one of the 
important steps now being taken to 
make the Reserve System more attrac- 
tive to state banks. This theory holds 
that once such banks are within the 
system, they can be helped to a higher 








“The Comptroller has found it 
convenient to observe the spirit 
rather than the letter of the law in 
order to protect the national bank- 
ing system. It is argued that the 
Federal Reserve System has not suf- 
fered because these national banks 
were retained in the system, but 
was able to aid them to rehabilitate 
their capital.” 








degree of efficient management and 
capital safety. Whether at the same 
time a large number of such banks 
within the system will tend to lower its 
standards is the broader, more funda- 
mental problem involved. 


DESTROYING THE VITAL PRIN- 
CIPLE OF A REPUBLIC 


No government can lift from the shoul- 
ders of the individual his responsibility 
to meet the risks of civilized life with- 
out destroying that spirit of independ- 
ence and manliness which is the vital 
principle of a republic. . . . Whenever 
the day comes that great groups of 
citizens, either in the professions or in 
the ranks of labor, begin to lean upon 
the government for their protection 
against the hazards of life, the whole 
character of our conception of individual 
freedom will have changed. There is 


enough vision in America to prevent 
such a 
Pritchett. 


misfortune —Dr. 


Henry S. 


The financial history of the past 
century is convincing proof that 
no banking legislation — enacted 
or proposed — can in itself assure 
a satisfactory banking system. 


Success depends not so much 


upon law as upon 


Sound management 
Ample resources 
Efficient service 


The record of this and of other 
strong banks is testimony to the 
truth of this fact. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS ... . . . $30,000,000 





The Future of Mortgage Loans 


Will They Continue to Be a Desirable Form 


of Investment ? 


By ARCHIBALD M. WoopRuFF 


RIOR to 1929, mortgage invest- 

ment companies were being organ- 

ized; and a market was being de- 
veloped for the sale of mortgages and 
mortgage certificates. The certificates 
became a very popular form of invest- 
ment, and great numbers of them were 
sold. Some very questionable methods 
were pursued by the investment com- 
panies. We might mention the un- 
fortunate results which accrued from the 
employment of high-pressure salesmen 
to sell certificates and debentures to the 
uninformed public. It was quite pos- 
sible during the period between 1920 
and 1929 for promoters to purchasé 
land, erect apartments thereon and place 
a mortgage with trustees for the full 
amount of cost. Certificates secured by 
these mortgages could be readily sold to 
the public. 

Guaranteed mortgage companies were 
organized during the latter part of this 
period, particularly in New York State 
and New Jersey where capital could be 
secured with ease and a very ready mar- 
ket was close at hand eager to purchase 
guaranteed obligations. 

Mortgage guaranty companies pros- 
pered and extended their operations 
rapidly in new fields. Acting upon the 
past experience the guaranteeing com- 
panies felt that, if a fund of one-half of 
1 per cent. of the face of mortgages and 
certificates sold was retained each year, 
the fund so accumulated would be suf- 
ficient to meet all overhead and operat- 
ing expenses and demands due to pos- 
sible foreclosures. 

In 1929 and 1930, as you are aware, 
the change took place and new condi- 
tions caused many of the mortgage in- 
vestment companies and mortgage guar- 
anty companies to fall by the wayside. 


Some trust companies and many banks 
were also seriously affected. 

It might be interesting at this point 
to pause for a moment and inquire why 
the mortgage guaranty companies, with 
very few exceptions, closed their doors 





Archibald M. Woodruff is a vice- 
president of the Prudential Insur- 
ance Company of America, in 
Newark, N. J. In this address, 
which he delivered before the re- 
cent convention of the National 
Association of Savings Banks, he 
reaches the conclusion that mort- 
gage loans will continue to be a 
desirable form of investment, not- 
withstanding the troubles encoun- 
tered during the depression. 





in 1929 and 1930. Prior to the depres- 
sion, as I have already stated, mortgages 
were in great demand; the plan of sell- 
ing certificates protected by mortgages 
held by a trustee was a very popular 
one, as certificates could be issued for 
small amounts, and for the exact sum 
desired by the investor. There was a 
general feeling that the investment in 
these certificates was a conservative one; 
and that ultimate loss was quite im- 
probable. This strong demand for 
guaranteed mortgages and certificates 
for investment tempted the companies 
to loan on undesirable security, such as 
buildings very poorly built, poorly ar- 
ranged, and in localities new and un- 
tried. Excessive loans on_ theaters, 
garages, hotels, apartment houses and 
factories could be found in the port- 
folios of some of the mortgage guaran- 
teeing companies. 


to 
— 











to 
to 


We might summarize the cause of 
many failures in a very few words: 
Poor judgment exercised in the placing 
of loans, too much optimism as to 
values, insufficient capital and lack of 
reserves to take care of unexpected de- 
faults on the part of borrowers. 

RESCUE OF CRIPPLED INSTITUTIONS 

Too much credit cannot be given rep- 
resentatives of the Reconstruction Fi- 
nance Corporation, the Federal Home 
Loan Bank Board, the Farm Credit Ad- 
ministration and other government in- 
strumentalities for the manner in which 
they came to the rescue of financially 
crippled institutions during the period 
of depression. Their spirit of co- 
operation was most cordial, and their 
efforts resulted in enabling many cor- 
porations to weather the storm, and to 
continue in business. 

We have learned many things about 
the making of mortgage loans, as a re- 
sult of the depression, with which we 
were not familiar in former days. I 
will mention a few items which I know 
have been brought to your attention, 
but which will bear further study. I 
imagine that, as a result of the depres- 
sion, we are all in possession of a good 
supply of foreclosed properties which 
are causing us some uneasiness, but in 
general no serious alarm. The sale 
record of foreclosed properties during 
the last year, however, has been most 
encouraging, and the prospect seems 
very much brighter than it did one year 
ago. 

The Wenzlick brothers of St. Louis 
have prepared some very interesting 
figures bearing on the subject of re- 
covery, and they are prepared to prove 
that within two years real estate values 
will be greatly increased, rents ad- 
vanced, and sale conditions will be very 
much improved. They make a positive 
statement that recovery, so far as real 
estate is concerned, cannot be forced by 
artificial means, but that natural condi- 
tion will bring about these changes 

All indications point to the fact that 
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we may take courage and hope that 
foreclosed properties may, in the not 
distant future, cease to be a 
problem. We have learned, I think, 
that amortization payments, while they 
are very desirable and quite important, 
cannot save loans from foreclosure if 
the original amount was excessive or 
the security is weak or in incompetent 
hands. 

We have learned that the type of 
security upon which we loan is of the 
utmost importance. Buildings erected 
for a specified purpose, buildings erected 
in undesirable localities, buildings erected 
as monuments or by spe eculative build- 
ers can certainly not be considered de- 
sirable security. 

There has been considerable appre- 
hension on the part of some mortgage 
investors as to what the future may have 
in store for us so far as mortgage loans 
are concerned. There has been a feel- 
ing expressed in some quarters that the 


serious 


government instrumentalities will ab- 
sorb all mortgage loan offerings; and 
that savings banks, trust companies, 


national banks and insurance companies 
will be left without this desirable form 
of investment. 


AID IS TEMPORARY 


Mr. Fahey, chairman of the Federal 
Home Loan Bank Board, has very posi- 
tively stated that there may be no fear 
of the government instrumentality which 
he supervises absorbing the mortgage 
loan business in the future. The Fed- 
eral Home Loan Bank Board, organized 
for an emergency, is of a temporary 
character and should be discontinued 
when the emergency has ceased to exist. 


Mr. Myers, governor of the Farm 
Credit Administration, has stated that 
it was not the intent of the admin- 


istration to take over the farm mortgage 
business from private concerns. 

There are some points I think it would 
be wise for us to discuss at this time 
which will have a bearing on mortgage 
loans in the future. It is quite apparent 


that prospective borrowers will call for 
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a long-term loan. The plan of making 
loans for one or three years will not 
be acceptable, and will probably have 
to be modified to a considerable extent. 
The cost of securing the loan, having 
papers drawn, and having it frequently 
extended, will not be satisfactory. 


PRUDENTIAL 20-YEAR LOAN 


The Prudential has given this sub- 
ject very careful consideration, and as 
a result has arranged for a 20-year loan 
with fixed monthly payments; this loan 
to be entirely amortized during the 
twenty-year period. This form of loan 
can be used in connection with dwell- 
ings and mercantile property. While 
we have offered this form for a few 
months only the results obtained have 
been very satisfactory, and we are en- 
couraged to believe that it will become 
quite popular. 

In the future, there will undoubtedly 
be a demand for the reduction of inter- 


est rates in connection with mortgage 
loans. It has been quite apparent dur- 
ing the last few months that borrowers 
are inclined to request such reductions. 


LTTE EL LET 

“I imagine that, as a result of 
the depression, we are all in pos- 
session of a good supply of fore- 
closed properties which are causing 
us some uneasiness, but in general 
no serious alarm. The sale record 
of foreclosed properties during the 
last year, however, has been most 
encouraging, and the prospect seems 
very much brighter than it did one 
year ago.” 





Notwithstanding the trouble we have 
encountered in connection with the 
handling of mortgage loans during the 
depression, we still feel that it will con- 
tinue to be a desirable form of invest- 
ment in the future. 


A Kind Word for the Banker 


RESIDENT H. A. BRINKMAN, 

addressing the annual convention 

of the Illinois Bankers Association 
held at Decatur, May 20, thus reminded 
his hearers that the banker was not al- 
together lacking in good qualities: 


“The banker who does not feel the 
burden of his fiduciary responsibilities 
is rare today. In the era which has 
gone, a few men betrayed their trust 
and cast a stigma on the entire profes- 
sion, but the banker of today does not 
need to be told that he is guarding the 
accumulated wealth of customers, the 
large portion of whom ask that it be 
returnable to them on demand. He still 
remembers most vividly his experience 
of the last few years. Many an officer 


of a closed bank has worked unceasingly 
day after day, month after month, with- 
out compensation of any kind, endeavor- 
ing to reopen the bank which he or his 
father had founded and whose business 





crashed because of conditions for which 
he was not responsible. 

“Volumes could be written of the 
bankers and their families who have 
voluntarily paid in large sums, and in 
some instances their entire fortunes, in 
order to protect against loss the de- 
positors who had trusted them. In 
Illinois alone the total amount of money 
contributed has amounted to several 
million dollars but no credit has been 
given, in most instances, by either press 
or public. 

“In fact, usually the depositors never 
knew how much of a sacrifice was made 
in order that their deposits might be 
preserved to them and that their bank 
might be reopened for continued serv- 
ice in the community. These bankers 
have seen their personal life savings go 
to protect the savings of their friends and 
neighbors, but they are happy because 
they have done their best and a good 
name is more to be prized than riches.” 


Reserves and Budgets 


Adequate Reserves Should Be Established and Anticipated 
Expenditures Budgeted 


By Woop NETHERLAND 


HE principles which obtain with 

respect to individual security are 

for the most part applicable to 
corporations. Whereas the reserves of 
our pioneers were represented by actual 
commodities, the constant increase of 
our congested population and the spe- 
cialization of individuals in arts and 
trades has, of necessity, transformed 
these reserves into cash and investments. 
But, whether we discuss personal or 
corporate security, it is only the indi- 


In this address before the Con- 
ference of Auditors and Comp- 
trollers, Wood Netherland, who is 
a vice-president of the Mercantile 
Commerce Bank & Trust Com- 
pany of St. Louis, emphasized that 
banks must establish and maintain 
adequate reserves, if they are to pass 
through lean periods unscathed; and 
the budgeting of expenditures he 
considers of prime importance. 


LTE ALLELE SST EI AA ETO LEE TEA CTE ETAT, SA 


vidual or the corporation, which pro- 
vides a bumper or reserve against the 
unexpected and uses the reserves judi- 
ciously, that can weather the storms of 
adversity. 

Security must be purchased at the 
price of self-denial, self-restraint, and 
good management. No truer axiom was 
ever laid down than that contained in 
the parable of the Master in which He 
pictures one house built upon the sand 
and contrasts it with one built upon 
the rock. It illustrates a basic fact of 
human experience and constitutes the 
impelling motive underlying most of the 
growth and progress of civilization. 
Were it not so there would be little in- 
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centive for education and knowledge, 
and certainly no desire to accumulate 
wealth. In so far as present-day po- 
litical theories discourage these qualities 
they strike at the fundamentals of our 
national stability. 


BUDGET YOUR RESERVES 


Coming specifically to the considera- 
tion of our institutional problems, we 
find that those simple attributes under- 
lying individual stability are equally 
applicable to bank management. Banks 
must establish and maintain adequate 
reserves if they are to pass through lean 
periods unscathed, and, so far as pos- 
sible, they should budget those expendi- 
tures which can reasonably be antici- 
pated. 

It would be quite presumptuous for 
me to undertake to advise a group of 
comptrollers and auditors as to the tech- 
nical procedure that should be followed 
in the establishment of reserves. The 
most I would venture is to state some 
principles which I believe to be basically 
sound, and to which I think technical 
operation should conform. 


ACCUMULATE DEPRECIATION RESERVES 


I take it that there is no division of 
opinion among this group that such items 
as taxes, interest, and insurance, while 
perhaps actually disbursed annually, or 
semi-annually, are as fixed a charge or 
earnings as the payroll, and should be 
set aside with as equal regularity. In 
a somewhat similar manner, deprecia- 
tion reserves should be accumulated, ai- 
though the rate at which this should 
be done depends so much upon the 
physical condition of asset properties 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


that each institution is confronted with 
a problem peculiar to itself, and no rule 
of thumb can suffice. 

For instance, too: often shifting busi- 
ness districts have found banks in ob- 
solete quarters and locations without 
adequate provision for a new home. As 
a result they have attempted to meet 
the emergency by quickly-devised plans, 
assuming obligations which have not 
only proved burdensome, but in far too 
many instances have actually brought on 
their destruction. Therefore, regard- 
less of the seeming sufficiency of present 
physical equipment, I am firmly of the 
conviction that at least a modest re- 
serve should be accumulated for this 
purpose, with due respect, of course, to 
present stockholders in the matter of 
dividends. 

RESERVES AGAINST LOANS AND 
DISCOUNTS 


With respect to reserves on loans and 
discounts there is a wide difference of 
opinion as to the actual accounting 
practice employed, but I hope no divi- 
sion of thought exists as to the neces- 
sity for such reserves. Certainly, not 
less often than semi-annually a thorough 
invoice of all should be made, 
and definite reserves allocated and ad- 
justed to take care of the estimated 
shrinkage. Where the opinions of ofh- 
cers differ widely as to the value of any 
given asset, or its eventual liquidation 
worth is highly speculative, there is no 
question in my mind that it should be 
charged off. I know of no feeling of 
security and satisfaction so reassuring 


assets 


New York City 


to bank management as that of know- 
ing that the institution follows an ultra- 
conservative policy in the matter of 
eliminating slow and doubtful 

from the current statement. 


IDEAL BOND ACCOUNT 


May I suggest here that considera- 
tion should be given to the idea of 
segregating profits realized from the 
sale of bonds at a premium and that 
they be reserved exclusively for bond 
operations. Recently many banks have 
experienced substantial profits from the 
sale of bonds, such profits having been 
immediately appropriated to earnings 
or to surplus. The difficulty of such a 
policy is that these transactions repre- 
sent non-recurring profits, and as a mat- 
ter of fact over a period of years are 
often offset by similar losses. In such 
a situation it is the disposition of di- 
rectors and stockholders to criticize the 
management for the losses even though 
the investment account, from the long- 
range viewpoint, has shown a substan- 
tial net gain. While I am not unmind- 
ful of the fact that extraordinary profits 
may often be assured by and 
switches in the bond account, I am, 
nevertheless, of the conviction that the 
ideal bond account is one operated for 
the purpose of obtaining a uniform in- 
come consistent with safety and liquid- 
ity, with profits from market fluctua- 
tions as a distinctly incidental feature. 


sales 


RESERVES FOR CONTINGENCIES 


The last reserve of which I shall speak 
is that of reserves for contingencies, 
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whose use is as wide and varied almost 
as the number of banks which provide 
them. For my part, it seems that these 
reserves should cover only such losses 
and contingencies for which specific re- 
serves are not allocated. In short, for 
unknown or possible losses. Since this 
would be an estimated sum it would 
be well to adjust it with each semi- 


“Consideration should be given 
to the idea of segregating profits 
realized from the sale of bonds at a 
premium and that they be reserved 
exclusively for bond operations.” 


annual appraisal of assets, the same as 
specific reserves are adjusted. But mv 
whole point is that reserves for contin- 
gencies should cover nothing that with 
any degree of certainty can be either 
charged off or allocated to specific re- 
serves. 
BUDGETING 


In suggesting specific reserves as well 
as contingent reserves, it is not my 
thought that various columns would be 
necessary either in the general ledger 
or in the published statement, for the 
allocation can be very well taken care 
of in subsidiary records. 

I have had little to say with respect 
to budgets as such, for my discussion 
of reserves has, I hope, largely brought 
out my position that banks should avoid 
periods of abnormal earnings, losses 
and expenses, which, after all, is budget 
ary control. There are a few items in 
the bank’s expense account that can ac- 
tually be budgeted, and, so far as it 
is possible in the light of its past ex- 
perience, expenditures for such items 
should be kept within prescribed limits 
and sufficient funds set up, covering the 
appropriation for the entire year. 

It would not be in tune with my own 
sensibilities were I to close this paper 
without some application of the above 


> 


principles to our national economy, 


which I do on my own responsibility. 


A WELL-ORDERED GOVERNMENT 


The individual, who subjects his 
physical well-being to undue strain 
through excesses in living, depletes his 
reserve strength and undermines his 
power of resistance to the ravages of 
time and disease; likewise, the financial 
institution which fails to provide for 
situations that cannot be foreseen for- 
gets the very nature of its trust and 
cannot be fully prepared for eventual- 
ities. The same, it seems to me, is true 
of our national government. Fully 
realizing that unemployment and dis- 
tress are widespread, and that it pres- 
ents a difficult situation for our leader- 
ship, I cannot but view with alarm the 
constant pledging of our future now go- 
ing on, and the wrong being perpetrated 
upon our children in order to meet the 
present-day emergency. My conception 
of a well-ordered government is one 
which lives within its income at all 
hazards—war alone excepted. If the 
present level of expenditures is justified 
they should be met currently by taxes, 
no matter how painful. Such a pro- 
cedure would not only insure judicious 
spending, but likewise display a revival 
of that sense of responsibility to pos- 
terity “which gave us birth and the 
peace which we have treasured.” 


TRUE SOCIAL SECURITY 


It must be obvious even to the casual 
student of history that large peace-time 
deficits are as an axe laid to the root 
of the tree, leaving it vulnerable to the 
unexpected attacks of foes from within 
and foes from without. Surely by this 
time mankind should be matured enough 
to have learned that true social se- 
curity comes only through industry, sac- 
rifice, and thrift, and that there is no 
primrose path to the more abundant 


life. 














FTENTIMES a prospective cus- 
tomer comes into a bank for the 
purpose of cashing an out of 

town check. It is necessary to have the 
person cashing the check identified by a 
regular customer of the bank, and many 
times it is essential that a check bear 
the endorsement of a responsible person, 
known to the banker for added precau- 
tion. It is through this transaction, the 
courteous treatment of the prospective 
customer, and the “exchange charge” 
made for cashing the check that a new 
account is either gained or lost. 

For example, let us assume that a 
lumber manufacturer is visiting a cer- 
tain city in search of a suitable location 
for a large lumber mill. This man came 
to a local bank and purchased a New 
York exchange for $100 offering in pay- 
ment for the exchange a check drawn 
by his firm on Chicago. The check bore 
the endorsement of a prominent business 
man personally known by the banker. 
This prospective customer was told by 
the local banker that he must pay an 
exchange charge of twenty-five cents for 
the check offered in payment of the 
New York exchange and also twenty- 
seven cents for the exchange, or bank 
draft issued to him. The customer did 
not understand this fee and it was a 
very difficult problem to explain. The 
banker attempted to explain that the 
additional charge was made because a 
foreign check was used in payment of 
the New York exchange; whereas if 
cash or a check on a local bank had been 
offered, the cost to him would have been 
only twenty-seven cents. 

This lumber executive had had ex- 
perience with a number of banks and 
made it quite plain to the local banker 


What Shall We Charge for 


Exchange? 


Advocates Uniform Rate for Exchange and for Collections 


By Georce R. SMITH 


that he had never paid more than ten 
cents per hundred for any bank draft 
purchased from other banks, and while 
he readily paid the price it became ap- 





R. SMITH 

Co-operation between banks through- 
out the country in order that collec- 
tions may be profitable to the bank 
that receives them, and also to the 
bank that does the actual collection, 
appears to the writer of this article 
as the only way to remedy the present 
varied system. Mr. Smith is the 
cashier of the Commercial National 


Bank of Demopolis, Ala. 


GEORGE 


parent that he would not open an ac- 
count with the local bank although he 
located in that city. From a banking 
standpoint the local banker would ap- 
pear correct in making the charges as his 
bank was a member of a clearing house 


group whose exchange charges were 
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uniform, but there is no doubt that the 
bank suffered a loss because of the dif- 
ferent rates of exchange existing. 

This case is an example of the prob- 
lem of the varying rates of exchange 
charged for drafts issued over the 
counter by bankers daily. Why should 
a New York exchange, which is known 
as one of the most convenient and most 
acceptable forms of transferring funds 
bring a higher price in one city or sec- 
tion of the country than the other? 
Certainly it has the same commercial 
value whether issued by a large bank 
or a small one. A customer who carries 
accounts with several banks will never 
understand this difference in the price 
of drafts issued over the counter. As 
a rule nationally advertised articles by 
reputable firms in other lines of legiti- 
mate business bring the same price in 
all parts of the United States, and it 
seems unfair to bankers and customers 
that this varying rate should exist in 
banks throughout the country. 

Volumes have been written in criti- 
cism of the postal savings entering into 
competition with banks, but this prob- 
lem would appear equally important if 
bankers would investigate the amount 
of postal money orders sold in their 
local post offices. Much of this busi- 
ness should be coming into banks. Why 
is it that our post offices are doing such 
a large money order business? Is it not 
because of the fact that they have na- 
tionally known advertised rates? It is 
true that up to a certain small amount 
the post office department can offer a 
cheaper rate of exchange but, as a rule, 
bankers’ exchange rates on bank drafts 
from $50 and above are cheaper than 
the rates in our post offices on money 
orders. The writer is unable to make a 
comparison of the rates charged by 
banks for issuing exchange over the 
counter with the entire published postal 
money order rates because bankers’ rates 
are available only by request from in- 
dividual banks and clearing houses. 

While it might not be practical, as 
outlined by General Johnson in approv- 
ing the bankers’ code, for banks to have 


the same service charges, it appears a 
money-losing proposition for banks to 
continue the present system of charging 
varying rates for the same forms of 
paper whose value should be the same 
in any section of the country. 

Aside from the varied rates of ex- 
change charged on drafts sold over the 
counter, banks have a varied rate of ex- 
change charge on collections to each 
other. If drafts are accepted from cus- 
tomers for collection, outside of a re’ 
serve city, it is impossible to tell a cus- 
tomer what the exchange charge will be 
until the item is actually paid and re’ 
mitted. A customer offering a $1000 
draft on any city in the United States, 
outside of a reserve city, or a city in 
which the collecting, bank maintains a 
correspondent, does not know whether 
the cost to him will be $2.50 or $1.00. 
Let us suppose that the cost of this par- 
ticular item is $2.50. If the bank re- 
ceiving the item for collection makes an 
exchange charge it will have to be in 
addition to the exchange charge made 
by the bank that actually presented the 
draft. This additional charge would 
make the cost seem high in the case used. 

To the writer there appears only one 
way to remedy this situation. We 
should have co-operation between banks 
throughout the country in order that 
collections may be profitable to the bank 
that receives them and also to the bank 
that does the actual collection of the 
items. Since more facilities are used in 
making the actual! collection of the items 
from the person or firm upon which 
they are drawn, the bank in the city or 
town where the draft is payable is en- 
titled to a larger amount of compensa- 
tion than the bank that receives the 
item from the customer and merely for- 
wards it for collection. 

It would simplify the matter if banks 
would make a special uniform price to 
other banks on collections. A_ profit 


could be had for both the bank making 
the collection and the bank that accepts 
the item from the customer. Surely this 
practice would make it much easier to 
realize a profit on many collections. 








Credit Analysis v. Statement Analysis 


Only Two Ratios in Statement Analysis of Primary Importance 
in ;Credit Analysis 


By EuGEeNE S. BENJAMIN 


HE fact has not been clearly em- 
phasized that these two types of 
analysis are not synonymous not- 
withstanding the fact that both methods 
are based in large part on ascertaining 
the proportions of balance sheets. 

While credit analysis utilizes some of 
the proportions or ratios which are in 
common use in statement analysis the 
practical study of credit requires the use 
of other specific ratios in order to ascer- 
tain the actual value, for a going busi- 
ness, of the dollar valuations to deter- 
mine whether the balance sheet justifies 
the extension of short time or current 
credit. Any ratios which do not relate 
directly to this essential quality are prac- 
tically useless in the study of an analysis 
for current credit extension. 

In order to elucidate this it is essen- 
tial to outline those ratios which have 
been utilized for the past fifteen years 
in statement analysis and to place a 
value on them for credit purposes. 

GENERALLY ACCEPTED RATIOS 

The generally accepted ratios have 
been— 

Current Ratios—This is a statement 
analysis ratio and means practically 
nothing in credit analysis unless, by the 
use of various operating ratios, the 
credit analyst can substantiate the value 
of the current assets of receivables and 
merchandise to the business. Even then 
the relation of current assets to current 
liabilities has very little relation to the 
extension of credit. 

Sales to Receivables—This is a fully 
accepted ratio and is used in credit 
analysis, and is of primary importance. 

Sales to Merchandise—This is a fully 
accepted ratio and is used in credit 
analysis, and is of primary importance. 





Merchandise to Receivables—This is 
a fully accepted ratio and is used in 
credit analysis, but it is not a ratio of 
primary importance. 

Net Worth to Debt—This ratio is 
not used in credit analysis, inasmuch as 
net worth includes fixed and other non- 
current assets which are not acceptable 
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as a basis for current credit. Liquid 
capital to debt is the real ratio to use. 

Sales to Fixed; Sales to Worth; Worth 
to Fixed—-None of these three ratios is 
needed or used in credit analysis be- 
cause they are based on non-current as- 
sets, and for the additional reason that 
after the proportions have been ascer- 
tained they have no value in determin- 
ing whether or not the balance sheet 
shows a proper protection for current 
credit. Instead of sales to worth, the 
proportion of sales to liquid or working 
capital is the real ratio. 


SUMMARY 


Summarizing the foregoing criticism, 
we find only two ratios in statement 
analysis which are of primary impor- 
tance in the study of credit analysis, 
VIZ.: 

The ratio of sales to receivables, 

The ratio of sales to merchandise. 

These two equations, while fully ad- 
vocated, could not lead the analyst to 
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definite credit conclusions without the 
use of ratios which are based on the 
ascertainment of the liquid or working 
capital, which is in essence the capacity 
to pay. Thereafter, the credit analys 
proceeds to— 

The determination of the liabilities in 
proportion to sales, 

The determination of the liabilities in 
proportion to the liquid or working 
capital, 

The relation or turnover of liquid or 
working capital to sales, 

The turnover of merchandise in its 
relation to the turnover of liquid or 
working capital. 

The importance of these requisites 
cannot be too greatly stressed, for with- 
out them it is impossible to obtain the 
proper and true view of any balance 
sheet for purposes of valuing it for cur- 
rent credit. 

SIX PRIMARY RATIOS 

In credit analysis there are six pri- 
mary ratios whose use is advocated and 
necessary for the direct purpose of 
valuing a balance sheet for current 
credit purposes. There are several other 
secondary or “check up” ratios to be 


———_—_—_—_—_— 


Accepted 
analysis: 

Current Ratios 

Sales to Receivables 

Sales to Merchandise 

Merchandise to Receivables 

Net Worth to Debt 

Sales to Fixed; Sales to Worth: 
Worth to Fixed 


ratios of statement 








used when the primary ratios show un- 
usual or weak features. 

These six primary ratios are— 

Receivables to Sales—Well 
stood. 

Merchandise to Sales—Well under- 
stood. 

Liabilities to Sales—Hitherto neglected 
in statement analysis but this liability 
ratio is as important as the asset ratios. 


under- 


An unduly heavy percentage of lia- 
bilities to sales is often an indication of 
slowing up of receivable receipts not 
shown by the percentage of receivables 
to sales and also of top-heavy or badly 
assorted inventory. A criticism of ex- 
cessive percentage of liabilities to sales 
is especially valuable when the liquid or 
working capital is apparently large 
enough to take care of trade and bank 
obligations. 

Liabilities to Liquid or Working Capi- 
tal—Hitherto neglected in statement 
analysis, but this ratio is the most im- 
portant of all the proportions. An un- 
duly large percentage would indicate 
slowing up of receipts caused by frozen 
accounts, unduly heavy or badly assorted 
inventory, or too large reliance on bank 
or trade credits. It is a very important 
ratio to determine possible capital de- 
ficiency. This ratio is much more con’ 
clusive than current ratio. 

Turnover of Liquid or Working Capi- 
tal—This is the volume of sales, divided 
by the liquid or working capital. Every 
type of industry is limited in its turn- 
over of liquid or working capital (after 
making use of its normal bank borrow- 
ing capacity) by its cash outlays for 
labor, by the time taken to convert its 
raw to a finished product, by the terms 
on which it purchases its requirements, 
and the terms on which it sells its prod- 
uct. When this turnover is much in 
excess of others in the same industry it 
would indicate either speculative tend- 
encies or insufficient capital to transact 
the volume of sales together with undue 
reliance on its credit. On the other 
hand, too small a turnover of liquid or 
working capital will militate against 
realizing a net profit. 

Turnover of Merchandise in Its Rela- 
tion to Turnover of Liquid Capital— 
This is the volume of sales, divided by 
the merchandise inventory. While in es- 
sence it is the same percentage of mer- 
chandise to sales, it is again separately 
utilized for the purpose of showing that 
reported profits are substantiated or the 
reverse. As every type of industry 












must realize its gross profits from the 
sales of its merchandise or equivalents, 
the merchandise must have a minimum 
turnover in order to cover the total ex- 


penses and register a net profit. While 
each industry must have its minimum 
turnover of merchandise to break even, 
it is not limited in its maximum turn- 
over—the more frequent the turnover 
the larger the total gross profits should 
be. When an unusually large turnover 
is registered, without large net profit as 





Six Primary Ratios in credit 
analysis: 

Receivables to Sales 

Merchandise to Sales 

Liabilities to Sales 

Liabilities to Liquid or Working 
Capital 

Turnover of Liquid or Working 
Capital 

Turnover of Merchandise in Re- 
lation to Turnover of Liquid 


Capital 





a result, it is indicative of very specula- 
tive tendencies in the handling of mer- 
chandise. In general in all industries 
operating on a moderate gross profit and 
where the usual trade terms are granted, 
the turnover of merchandise should ex- 
ceed the turnover of its liquid or work- 
ing capital. 


OTHER RATIOS USED 


There are other ratios used in credit 
analysis but they are only required when 
an unusual situation is disclosed by the 
primary ratios. 

The current ratio has not been dis- 
cussed in its relation to credit analysis. 
There is no possible objection to its use, 
but its practical application to the ques- 
tion of the credit availability of a given 
balance sheet is remote. 

If the current assets of receivables 
and merchandise are in proper propor- 
tion to sales, and if the liabilities to sales 
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are also in proper proportion, then a 
good current ratio is an added support 
to the credit availability of the balance 
sheet. If, however, any of the above 
conditions are not met then the current 
ratio, no matter how large, has not been 
substantiated and will not give the 
proper assurance. 

Statement analysis has its field of use- 
fulness, but as developed to date its 
ratios have too limited a coverage and 
do not enable a credit man to reach a 
proper conclusion in the extension of 
current credit, and until it employs the 
credit analysis ratios as enumerated 
above it will not be fully utilized by 
credit executives. It must also discard 
the use of general dollar averages and 
common size statements. 


— 
THE WAY TO PROSPERITY 


Ir it is a higher standard of living we 
want, we must think in terms of greater 
production and more efficient distribu- 
tion. Merely limiting hours of labor, 
prohibiting the marketing of new labor- 
saving machinery, encouraging the use 
of hand-shovels in place of steam- 
shovels, burning cotton and coffee, pour- 
ing milk onto the ground, cutting down 
fruit trees, ploughing under wheat and 
oats, paying farmers for not raising 
pork—all that sort of foolishness is 
criminal wastefulness. 

The more we produce, the more we'll 
have to distribute. Even the intellectu- 
ally backward ought to see that. We 
need more improved methods, more im- 
proved machinery, better management 
systems, more creative thinking in terms 
of plenty and less in terms of poverty. 
It is constructiveness and not destruc- 
tiveness that creates cities and countries. 
Better management is all we need to 
direct the energies of workers who want 
a higher standard of living and who will 
pay for it by creating more goods for 
distribution—H. A. Hopf, of H. A. 
Hopf & Co., Management Engineers, 
New York. 








The Country Banker 


The Day’s Work Is Finished — The Manager Relaxing for an Hour 
Reflects on the Past and on the Future 


S he looked outside through the 
Awtse he saw that darkness had 
begun to fall. In this peaceful 
spot, even the twilight seemed to come 
more softly than in other places. From 
away down the street came a melan- 
choly note—the honk of a departing 
automobile. Even so (reflected the 
Country Banker reminiscently) do the 
wild geese honk as they fly home at 
evening. 

Strange the feeling of mild exhilara- 
tion that one still felt at hearing the 
call of the geese in the night sky. Per- 
haps it is, of all the noises made by wild 
things, the most significant of freedom. 
Liberty to go where one likes, to live 
where one pleases, to see new things and 
strange! 

Well, it would not be long now tiil 
he, too, had the same freedom. Yoked 
to the bank’s service at sixteen—just in 
time (he reflected) to see the Great De- 
pression of "Ninety-three—he would not 
be here much longer. Forty-three years 
of branch banking—‘‘a money changer 
in the temple,” that was the new stock 
phrase, wasn’t it?—and now, within 
twelve months of retirement on pension. 
This “money changer” would, in any 
case, be “driven from the temple of 
finance” when they put him on the pen- 
sion fund at sixty. Would one feel like 
the wild geese, free to roam at last? Or 
would one, in the coming years, be just 
an old man at a loose end? 


FORTY-THREE YEARS 


Forty-three years of branch banking 
—a long, long time. Half of it spent 
in this place. Though now he thought 
of it as “home,” and had done so for 
years past (it was thronged with 
memories), there had been hours, never- 
theless, when he had wanted almost des- 
perately to be somewhere else. 


rie 


Ja 


He remembered with a chuckle, the 
telegram that he had written some years 
earlier, when the then head of the staff 
department, himself about to retire, had 
been entertained at dinner by the senior 
men in the bank. “Seventeen years 
ago” (had run the message that he sent 
through head office) “you put me under 
a debt of gratitude by sending me to 
this branch. I have never forgotten 
you. But for the last sixteen years I 
have asked myself, Have you forgotten 
me? Here’s hoping that your successor 





The “Monthly Review” of the 
Bank of Nova Scotia first published 
these reflections of a country banker. 
We have considered it well worth 
reprinting because of its excellent 
style and appealing sentiment. In 
its fictional way, too, it does give 
both sides of the branch banking 
question as it applies to Canada. 





will remember! Good-by, Old Man, and 
good luck!” 

The new man in the staff department 
had not remembered: or, no doubt, in 
his wisdom, he had thought both branch 
and manager well suited to one another. 
Whatever the story behind it all, the 
fact remained that, for half a working 
life-time, he had stayed in this one spot. 


LORD OF A LITTLE DOMAIN 


Cases like his own, after all, were 
not uncommon. A man came into the 
bank’s service as a junior. He was trans- 
ferred, once in every few years, from 
post to post and from branch to branch. 
He presently found himself a_ full- 
fledged manager, lord of a little domain 
with half-a-dozen clerks for subjects. 
There he might stay for a long time. 
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In the first flush of pride, he would 
drive around his district, making friends 
for the bank, and for himself also. He 
would note the signs of good farming 
on this property, the signs of bad farm- 
ing on that: realizing that, to the man 
who can read these signs with an under- 
standing eye, every fence and every fur- 
row tells a tale of human character: 
knowing his people by the state of their 
properties, and judging them as credit 
risks accordingly. 

Then would come the stirrings of am- 
bition: desires for a larger world. The 
call of the big cities would be felt in- 
sistently. The sight of an old school- 
fellow’s swift success, in a get-rich-quick 
line of business, would stir the pangs of 
envy. 

To most men there comes a stage in 
life, when the one thing that seems to 
matter most is the prospect of “getting 
on.” The Good Book warns us to shun, 
like the lusts of the flesh, “the pride of 
the eye and the joy of life.” But for 
almost all men (even for branch bank 
managers) when the blood is warm, 
these things have an attraction. They 
look like the hall-mark of success. One 
wants them: sometimes one wants them 
badly. 

BUSINESS AND DESIRE 

That mood also (mused the 
Country Banker); fortunately for most 
of those that it afflicts. Looked at from 
a distance, from inside the country 
branch, the men who go to the big cities 
have an interesting time. They meet 
new people. They get all the latest 
ideas. They lead a stirring life—a life 
of everlasting bustle. But how much do 
they really get out of it when all is said 
and done? Do things grow peaceful as 
they get older? Or is the rush endless, 
and do they just get tired? 

How did the tag run, that one picked 
up at school as a youngster? The tag 
out of the speech that Hamlet made, 
at midnight on the battlement? It still 
stayed in the back of one’s head, and 
it fitted, not so badly, the men that went 
to the cities. “For every man hath busi- 


Passes 
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New Year greeting for 1935, 
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of their remote country branches. In 

such a branch as this, with architecture 

adapted to the newer country of Can- 

ada, one can imagine “The Country 

Banker” sitting and reminiscing, after 
hours. 


ness and desire,” said Hamlet, ‘“‘such as 
215, 

Whether the fellows who left for the 
cities, years ago, had found a greater 
happiness, only their hearts could tell. 
The picture they presented to the world 
was usually cheerful: but one couldn’t 
judge by that. If they mostly met with 
disappointment, they kept the fact to 
themselves. Meanwhile, the Country 
Banker, the fellow like himself, stayed 
a Country Banker. Here was his place. 
He had to be philosophic about it. And 
in time, by George! he did become a 
bit of philosopher. He was happy to be 
here. 

SAME NIGHTLY PRACTICE 


He sat down at his desk, to fill and 
light a last pipe. For him it was part 
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of the daily ritual of closing—a last 
part, added by himself. 

Half-an-hour ago he had checked the 
teller’s cash, had assisted in the double- 
locking of the teller’s box and super- 
vised the placing of it in the vault. With 
his accountant he had shut the vault and 
set the time-lock. Before putting away 
the day’s checks he had looked over 
them: making here and there a mental 
note. He had signed the day’s mail, 
and the clerks had departed. Except 
for himself, the branch was deserted: he 
was generally the last to go. With the 
lighting of this final pipe (that would 
carry him the distance to his own front 
door) the routine of the day was com- 
pleted. 

On the desk beside him lay the 
Manual of Rules and Procedure: the 
bulky loose-leaf volume in which all 
these things, and many more, too, were 
laid down in writing for the bank’s staff. 
Here and in Newfoundland and Ha- 
vana, from Halifax right across the 
country to Victoria, the same rules gov- 
erned. Hundreds of his fellow-managers, 
in as many branches, followed in detail 
the same nightly practice, and at the 
same time. 

COMFORT OF DOING THINGS RIGHT 

Well could he remember the feeling 
or irritation, the sense of protest with 
which, as a lad in his “teens long years 
ago, he began to take part in this elab- 
orate ritual. To do things exactly so— 
with a watchful accountant over one— 
to do just as one is told, and not act in 
slapdash fashion by the light of nature 
—that is what youngsters often find so 
hard. To have to be taught by the 
manager just when and how things must 
be done; to make sure, in closing the 
branch, that everything was straightened 
off “shipshape and Bristol fashion”; 
with many juniors, as with himself in 
those days, at first it often went against 
the grain. 

Some of the juniors never could get 
into the way of things. Too much in 
a hurry, they left the bank, in many 


cases, to look for something simpler; 
the manager himself sometimes found it 
necessary to recommend the change. 

But that mood also, the protest of 
youth in a hurry, passed away. Now 
that one was older, one could realize 
the comfort of doing things just right. 
Just as in church, there was comfort in 
familiar ceremonies, here too there was 
a satisfaction in this office: that day by 
day, wherever the bank had branches, 
the same things were done in the same 
order. Here in this branch were de- 
posits of more than $400,000. The cash 
on hand alone was equal to the branch 
salary list, of himself and all his little 
staff, for eighteen months. There was 
too much at stake for any slipshod pro- 
cedure: the directions in the Manual of 
Rules and Procedure spelt safety. 

BANKER’S MOTTO—SAFETY 

Safety: this was a word that might 
stand as a banker’s motto. Here and in 
every town and hamlet in the country, 
day by day the people brought their 
money for safekeeping. Even in this 
little branch—a sort of Birdseye Centre 
to the city man—there flowed a steady 
stream of cash into more than a thou- 
sand savings accounts. Last week the 
branch had received over thirty thou- 
sand dollars; and almost as much had 
been paid out again. For the stream 
was a two-way flow. People came with 
complete confidence and left their sav- 
ings in the banker’s custody. They 
came with equal confidence, sure that 
they could take them out at any mo- 
ment. They took the banker for granted, 
just as they took the milkman and 
policeman for granted. Of course he 
would have the cash available the mo- 
ment it was wanted! and in the right 
denominations too! 

People took all this for granted; but 
they didn’t stop to think what it in- 
volves. They didn’t conceive of bank- 
ing as an art, or think that the banker 
had to have a special skill. He was 
just a benevolent old party who took 
their money, looked after it for them 






(and paid them for the privilege of do- 
ing so), returning it to the depositors 
whenever they required. 


BANKING IS AN ART 


People took a lot more than this for 
granted. Whom did they come to for 
advice, when their finances needed 
straightening? The banker. He was 
the trouble-man: the father confessor 
to the district—whose absolute discre- 
tion was assumed as a matter of course; 
whose knowledge of ways and means 
they relied on. And if money were 
needed before the grain or stock was 
sold, or to meet a sudden emergency, to 
whom did they come for accommoda- 
tion? 

There must always be cash for the 
depositor, no matter what else the 
banker may be doing. No matter how 
many depositors march in at once, he 
must pay them out in full. But he must 
also be ready to lend at any time, for 
business purposes and for private needs; 
and having made a loan, he must be 
just as quick to find cash for the bor- 
rower. Some people thought it funny, 
when bank presidents, at shareholders’ 
meetings pointed to their “liquid” po- 
sition. But Lord! if the bank did not 
keep liquid, what would happen to de- 
positors and borrowers? Nevertheless, it 
would quite surprise some people to be 
told that banking was an art! 


STUDY MEN 


That was the thing one really set out 
to learn, when one came into the serv- 
ice. First, as a junior, the details of 
routine—the little things that came so 
hard at first. But learning the routine 
did not make anyone a banker. When 
once you knew the Manual, you had to 
study men. 

For half one’s working life, all the 
time in training: learning from a-man- 
ager, watching him doing his job.; So 
did one qualify for management—and 
get a branch of one’s own. Then for 


half a working life, with youngsters in 
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one’s branch to be given the same train- 
ing. Watching them, cautioning this 
one and encouraging another, reporting 
on their progress to the staff supervisor. 

What was it that F used to say, 
years ago, when he was general man- 
ager? “Every successful business man, 
and every successful banker, has really 








“Sometimes the greatest kindness 
you could do for a fellow would be 
to turn down his application for a 
loan. You could save him from 
probable and even from certain loss. 
But, strangely enough, you couldn't 
convince him of it.” 








been a teacher all his life. For if he 
has not been a teacher, if he has not 
trained successfully the men who will 
carry the load when he goes, then he 
can write his ticket as a failure.” There 
was wisdom in that—to think that each 
of us is teaching all the time. Doubt- 
less (thought the Country Banker), 
with only partial success—for he could 
well remember, here and there, the 
youngsters he had failed to train—but 
at least, he hoped, with success in some 
degree. Soon he would pass out of the 
picture. Someone else would be sent 
down by head office to take over his 
responsibilities. No more would he 
have daily charge of the branch and 
the small staff that ran it. But perhaps, 
by some of the clerks, he might be re- 
membered as a teacher. Here and there, 
indeed, in the head office and other 
branches, a few men might from time 
to time gratefully remember things he 
once had taught them. 





THINK FOR YOUR CLIENT 


You studied men: and as you learned 
human character, you gained a little 
skill in banking. It looked a simple 
thing to make a loan and take collateral 
security. No risk at all when the loan 
was amply covered by collateral! But 
how many people who took that point 
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of view had ever thought of what would 
happen if bankers’ loans were to go 
wrong on a large scale!—if bankers had 
to realize on large blocks of collateral? 

Grain in barns through the country- 
side, stock grazing in the fields: these 
were the security for his loans, reflected 
the Country Banker. Farmers and stock 
raisers came into the branch and turned 
their grain and their cattle and hogs 
into money, while still the grain was in 
the barn, while still the stock was in 
the fields. With it they bought plows 
and fencing, clothing and shoes for their 
families, and paid their taxes on the 
due date. The system worked. 


KNOW MEN AND MARKETS 


But it didn’t work automatically. It 
worked because the banker watched the 
market, and because he knew men. To 
lend the stockman and the farmer 
money, to leave them free to sell their 
own products, to let them deposit the 
proceeds and so cancel the loans—to do 
this with judgment—that was good 
banking. That kept the country-side 
going and helped everybody. But in 
order to do this, you had not only to 
know the client, but also to think for 
him. Injudiciously to lend the stock- 
man or farmer money, to see the col- 
lapse of his market and perhaps the 
demoralization of the man, to witness the 
desperate shifts he made, in seeking as- 
sistance from the neighbors, to press 
him for the loan and sell him out—that 
was the mark of the poor banker. That 
harmed the country-side. It hindered 
everybody. The bank itself, faced with 
the task of realizing on pledged stock 
or grain—handling the goods instead of 
handling the money—the bank would 
likely suffer too. Should it ever have 
to do this on a large scale, it would un- 
doubtedly suffer loss. 

No, you had to know men and mar- 
kets. Whatever the collateral you took, 
you really lent on character and judg- 
ment. Your slowly moving loans were 





mostly the record of your own mistakes. 
You might—or might not—learn from 


your mistakes: but whenever you made 
a mistake, it meant that someone else, 
some client of the bank, had got himself 
into difficulties—as well as his banker. 
If you had refused him the loan he 
wanted perhaps he would have liked 
you less. But he would certainly have 
had an easier time—free from loss and 
worry. 





“THE RARE SPIRITS” 


Sometimes the greatest kindness you 
could do for a fellow would be to turn 
down his application for a loan. You 
could save him from probable and even 
from certain loss. But, strangely enough, 
you couldn’t convince him of it. He 
came into the branch as if you were a 
fairy godmother—as if you were there 
with unlimited funds. He put before 
you some risky notion, promising quick 
profits. He was ready to pledge all that 
he had in the worid to get accommoda- 
tion. The security was there. The bank 
would be fairly safe in lending. But 
you knew that the client wouldn’t be 
safe. You knew that the profits would 
not be there when the loan matured. 
There would probably be losses instead. 
You didn’t want to have to press him 
then—still less, to have to sell him out. 
So you refused to lend him anything; 
and, like as not, he went off in a huff. 
You did the man a kindness: and you 
got no thanks for it. Sometimes you 
took a conservative line, you turned 
down lots of applications and were 
called hard names: but you helped in 
this way to keep the country-side 
solvent. . . . Well, a few realized, per- 
haps, that you really were guarding 
them. Some would afterwards remem- 
ber, when people elsewhere found them- 
selves in straits, that the country banker 
had saved them from getting in too deep. 
One or two would even come to value 
the Country Banker’s judgment more 
than the money which he had to loan. 
But these were the rare spirits . . . 

And what of the other side of the 
picture? What of the time when cau- 
tion was asleep? What of the loans 
you sometimes made because you liked 












and respected a fellow?—-whereas a 
strange manager would probably have 
turned him down. When you did make 
a mistake, and loan incautiously, when 
you did let a man borrow for some rash 
venture that involved him in loss, gen- 
erally you found in examining yourself 
that liking had clouded your judgment 
—that you might best have served the 
man by forgetting that you were his 
friend. 


PERSONALITIES PUT ASIDE 


But that was not often. You couldn't 
run a banking business on a_ personal 
basis. Just as the doctor did his job, 
considering every problem quite imper- 
sonally, so you had to follow the same 
professional tradition. Within your 
ofhce you put aside all personalities. 

The doctor did not let his liking or 
his dislike of the patient affect his judg- 
ment of a case. He kept cool and was 
careful. For if he got excited or care- 
less his judgment would probably be 
wrong or treatment ineffective. He 
just kept going with the same dry smile 
for everyone and the same quiet air. 

So, too, with the Country Banker: 


the client’s interest demands unbiased 
judgment. Whether you like him or 
not the fact doesn’t matter. In any 


case you put your experience at his dis- 
posal. To serve him you have to culti- 
vate detachment. 


“ONE'S AIN FOLK” 


The pipe that should have carried 
him to his own front door was now 
quite cold. He must have been day- 
dreaming here in the dusk of a spring 
evening. This would never do. Quickly 
he knocked out the dead ashes, put 
back the seasoned briar in his pocket, 
carefully locked the door behind him, 
and stepped into the darkening street. 

Again came a melancholy note—this 
time it was the call of the wild geese 
winging northward—not just an imita- 
tive automobile with the clutch in. 
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Invisible in the dark sky the flight of 
birds was passing overhead. The geese 
were bound, no doubt, from winter 
quarters in the southern marshes to 
summer quarters in the northern lakes. 
Again the mild exhilaration that the 
same call regularly gave! Nothing so 
significant of freedom. 

Well, it would not be long now till 
he, too, had the same freedom. Twelve 
months more and they would retire him 
on pension. Would one at sixty feel 
free to roam at last?—to see the Scottish 





“Probably (concluded the Coun- 
try Banker stepping out for home) 
one would end by remaining right 
here where one had been living for 
so long. There is much to be said 
for moorland heather, for southern 
skies and beaches: but here in this 
country-side one has made the folk, 
in a real sense, ‘one’s ain folk.’ For 
the whole of a generation one has 
quietly been serving them.” 








heather, live under Mediterranean 
skies, laze on Californian beaches, as 
one had sometimes dreamed of doing? 
—or would one in the coming years 
be just an old man at a loose end? 


Probably (concluded the Country 
Banker stepping out for home) one 
would end by remaining right here 
where one had been living for so long. 
There is much to be said for moorland 
heather, for southern skies and beaches: 
but here in this country-side one has 
made the folk, in a real sense, “one’s 
ain folk.” For the whole of a genera- 
tion one has quietly been serving them; 
in small things mostly, sometimes in the 
greater things as well. For all that 
service one is well rewarded; if not in 
wealth and all that wealth brings, then 
in something better which is friendship. 
For here—and not elsewhere—one feels 
one is at home. 








Leaning on the Government 


Even in 1912 the Growing Habit of Looking to the Government 
for Aid Was Viewed with Alarm 


By Jos—EPH DREXEL HOLMES 


TTEMPTS to bring about a sol- 
idarity of the so-called working 


classes, which have prevailed to 
some extent recently, and which have 
been praised by well-meaning writers on 
social topics as an example of unselfish- 
ness, are to some extent contrary to the 
spirit of our people and the genius of 
our institutions. 

As the same time one hears frequent 
admissions by men in different walks of 
life, to the effect that they feel an in- 
feriority of position, and impliedly, of 
social status, to those in better financial 





Twenty-three years ago this ar- 
ticle appeared in the Newark Eve- 
ning News, under the title, “The 
Point of View—Class Distinction 
and Individual Opportunity.” The 
author, in consenting to its re- 
publication, writes: “We forget so 
easily, it’s well to be reminded that 
while the world changes the basic 
principles remain the same.” This 
well expresses our reason for wish- 
ing to re-publish it for the readers 
of THE BANKERS MAGAZINE. 





situations. For instance, one of them 
recently wrote that he “felt like the dirt 
of the street, when his employer passed 
him with the unseeing eye!” Only dif. 
ferent in degree are those who complain 
that they or their affairs are dominated 
by the “trusts,” and that this country 
is no longer the land of opportunity. 
Now, on examination all this tends 
to one thing, or rather to one direction, 
namely, that a spirit of discontent is 
aroused which looks to a governmental 
change, to remedy the existing state of 
things. 
38 


To what extent the existing state of 
things needs a remedy and whether that 
remedy can be brought about by govern- 
mental changes, open up a wide field of 
discussion. To the Socialist, it seems 
that the people could, through govern- 
mental organization, control all the in- 
struments of production and make a far 
more equitable distribution of the neces- 
saries of life. This is a desirable end, 
but with the incentive to accumulation 
of individual wealth removed, one has 
to imagine an entire change in human 
nature itself to suppose any man, or 
group of men, capable of taking charge 
of such mighty affairs as the tools of 
modern production, doing it as part of 
the work of government, and without 
asking for the opportunity for individual 
gain now afforded to the capitalist. 

For be it noted, it is only the “op- 
portunity” that the capitalist now has 
for his incentive. Opportunity by no 
means spells success. Out of every 
hundred men that start in business, over 
95 per cent. fail or give up. One has 
only to look at the entire page of 
the Newark News showing the stock 
companies that lose their charters at the 
annual obsequies of these ephemeral 
concerns to see how the high hopes of 
the capitalist or company promoter is 
blasted by non-success. For it is the in- 
centive of hope that spurs man on to 
an enterprise that may have the po- 
tentiality of “millions in it.” 

Is it not the fact that the habit of 
looking to governmental aid, to better 
conditions or to make them easier, has 
sapped to some extent the pioneering 
spirit that has made this country great 
and her people strong? 

How absurd is the statement, when 
analyzed, that the land in this country 










is so taken up that there is no more 
opportunity for new settlement. The 
fact is that the new settler today will 
only take up choice land and that near 
a railroad and civilization. If any one 
cared to pioneer, as our fathers did, with 
a prairie schooner and an ox team, there 
are literally millions of acres to be had, 
of as good land as the early pioneers in 
Kansas or Iowa settled on. There are 
good farms to be had “off the railroad” 
in Central New York, for a nominal 
rental, abandoned by the owners, be- 
cause the boys have gone to the city and 
hired help can not be had, because the 
farm is so far from the trolley. 

We have heard a good deal of late 
years about the “mountain whites” of 
Tennessee and the Carolinas. These 
people, we are told, are descendants of 
pure Anglo-Saxon ancestors, but live in 
their mountain i 


caves in the utmost 
squalor and barbarism. “The Little 
Shepherd of Kingdom Come” is prob- 


ably a picture of photographic accuracy 
of the surroundings of the better class 
of these people, and on reading it one 
becomes ashamed of being related to 
them. Why in this age should any one 
live in such surroundings? The primi- 
tive schoolhouse and the barn-like dwell- 
ings could have been modernized and 
made comfortable in a few weeks by 
a little well-directed enterprise. The best 
missionary for such a community would 
be a book that is still read, but not widely 
enough, named “Robinson Crusoe.” 

Here you have the real pioneer spirit. 
Alone, single handed, like the hero in 
Hugo’s “Toilers of the Sea,” he is un- 
daunted by misfortune, loneliness or the 
elements. Like Mary Antin, in Boston, 
the world exists for him as a place to 
be made better, and if the tools are not 
at hand, they can be produced or 
created. 

But as the reader proceeds he finds 
a new occupant on the island. This man 
has no Anglo-Saxon tradition. Equality 
of opportunity exists. The island is 
wide and fruitful, but not for him. He 
craves “government.” “At length he 


came close to me, and then he kneeled 
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JosEpH DrexEL HOLMES 
Always interested in public welfare, 
Mr. Holmes has held honorary posi- 
tions in city and county during the 


past years. He is at present a mill 


consultant, and has written critical 
items on current conditions in the 
woolen industry for various publi- 


cations. 


down again, kissed the ground and laid 
his head upon the ground, and, taking 
me by the foot, set my foot upon his 
head.” “I made him know his name 
should be Friday.” Wonderful book. 
Unlucky Friday. Opportunity exists, 
but not for such as thee! 

Perhaps the disproportion of the 
“Crusoe” as compared to the “Friday” 
element is, to some extent, due to the 
large immigration of thousands alien to 
our ideals and traditions. For the fact 
is that, like St. Paul, “we were never 
in bondage to any man.” These ag- 
gregations of capital called trusts are, at 
any test, both feeble and timid. Mr. 
Carnegie showed (and English testi- 
mony has just been given to the same 
effect) that a live, active partnership 
could do business all around a big cor- 
poration; and it has been shown in many 
other instances that mere size is often 
a disadvantage. Even that great octopus, 
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the “Money Trust,” is simply an aggre- 
gation of the capital deposited by the 
thousands of individuals all over the 
land; and of all things money is prover- 
bially timid. A bold front will command 
it; a threat of investigation will frighten 
it. 

A recent statement showed that of all 
the great capitalists now active in the 
American business world, not one 
started in life a wealthy man. Except 
for a few landed aristocrats, “three gen- 
erations from shirtsleeves to shirtsleeves” 
still holds good. And in the system of 
progressive inheritance taxes, the mod- 
ern state holds the tenure even of great 
landed estates at its will and mercy. 

Not by whining appeals for govern- 


Comparative 


OW and then, in the public 
N press and from the platform, 


statements and suggestions are 
made calling attention to the huge pub- 
lic. debt of the United States and the 
great burden upon the taxpayers. Let 
us compare the public debt of the 
United States with that of England and 
France. This would seem to be a fair 
comparison. 

The debt of the Federal Government, 
including the $4,880,000,000 known as 
the Emergency Relief Appropriation 
just granted by Congress, now stands at 
a total figure of $33,548,106,390. This 
represents a per capita debt of $265. 
In addition to this, in order to complete 
the picture, let us include the debts of 
political subdivisions—which include the 
various states, counties, municipalities, 
school districts, and other governmental 
units. According to the United States 
Bureau of the Census, the last available 
figures place this debt at $19,576,412,- 
000, or $154 per capita. The total debt, 
therefore. of the Federal Government 
and the political subdivisions thereof is 
$53,124,518,390, making a per capita 
debt of $419. 





From an ‘address by J. F. T. O'Connor, 
Comptroller of the Currency. 


mental assistance, for a free people can 
never get better work done by govern- 
ment than they can do themselves; not 
by fostering class distinctions, by vain 
attempts to check initiative with class 
solidarity; not by complaints of lack of 
opportunity, because “the former days 
were better than these”; not in these 
ways is the progress of the republic to 
be maintained. 

It is by the spirit of the fathers, the 
courage to do and dare, the ability to 
endure hardness and to make sacrifices, 
to keep faith in our fellow-men, and 
above all in ourselves; this is the price 
we must pay if we would keep America 
the hope of the nations and a bright 
heritage for our children. 


Public Debts 


The debt of England, including the 
war debt to the United States, on De- 
cember 31, 1934, was $39,283,200,000, 
or $850 per capita. In addition to the 
debt of the central government, the po- 
litical subdivisions of England are in- 
debted in the sum of $7,540,700,000, 
making an additional per capita debt of 
$163. The total public debt of Eng- 
land, therefore, is $46,823,900,000, or 
$1013 per capita. 

Let us now glance at the situation in 
France. The total public debt there on 
December 31, 1934, exclusive of war 
debts, was $21,120,000,000. Added to 
this sum is the indebtedness to the 
United States of $4,000,900,000, and 
the indebtedness to the United King- 
dom, as funded July, 1926, of $2,917,- 
950,000, making a per capita debt of 
$670. The political subdivisions of 
France according to the latest available 
figures, have a total debt of $1,128,- 
402,000, or a per capita debt of $27. 
The total public debt, therefore, is $29,- 
167,252,000, or $697 per capita. 

The per capita debt of England is 
142 per cent. greater than the per capita 
debt of the United States; and the per 
capita debt of France is 66 per cent. 
greater than that of the United States. 








Investment Companies 


The Investor May Now Choose Companies Whose Capital 
Structures Are Good and Management Sound 


By ARTHUR A. WINSTON 


MERICAN investment companies, 

as a group, can now be said to 

have weathered one of the worst 

financial storms in the history of our 
present economic structure. 

As early as 1920, there were half a 
dozen companies of this type in exist- 
ence in this country. The growth in 
the number was gradual until 1926, 
after which the era of Coolidge pros- 
perity saw a more rapid expansion in 
number and resources alike. The rapidly 
rising security prices of 1928 and 1929 
were a great incentive to the formation 
of investment companies; most Ameri- 
can investment companies were formed 
during those two years largely to meet 
a demand for attractive sales vehicles 
rather than as legitimate vehicles de- 
signed to serve investors. 

The last few years have seen the 
ebbing of the tide. New investment 
companies have been relatively few; of 
the leverage type there have been only 
several. A considerable number of the 
old companies have been liquidated or 
merged with more successful units. 


MANAGEMENT RESULTS 


Today, an investor can choose from 
the survivors, among which are those 
whose capital structures are sound, 
whose records for investment manage- 
ment are good, and whose affairs can 
be expected to thrive during the next 
upswing in general conditions. 

The assets of the eight companies un- 
der review declined, on the average, 
some 42 per cent. in the five years while 
the general stock market, as measured by 
Standard Statistics 90 Stock Averages, 
declined 56 per cent. No adjustment of 
the Standard Statistics Averages has 





been made on the assumption that the 
investment company expenses, taxes and 
interest roughly balanced their income. 
These eight companies are: 


Adams Express Co. 

American European Securities Co. 
American International Corp. 

Capital Administration Co., Ltd. 
General American Investors Co., Inc. 
General Public Service Corp. 

Second National Investors Corp. 
Tri-Continental Corp. 


From this it may be deduced that the 
average investment company has been 
able to manage its funds advanta- 





A review of a pamphlet issued 
by Distributors Group, Incorpo- 
rated, of New York City, covering 
1930-34 operations of Eight Im- 
portant Leverage Companies listed 
on the New York Stock Exchange. 





geously. Three of the companies suffered 
a loss in excess of that shown by the 
general stock market averages, an in- 
dication of the need for careful selec- 
tion on the part of the investor. 
DIVERSIFICATION OF ASSETS 
An analysis of the companies’ port- 
folios at year ends shows several im- 
portant changes during the period. Cash 
and equivalent held by the eight com- 
panies amounted to $7,834,919 at De- 
cember 31, 1934, compared with $53,- 
083,766 on December 31, 1929. All 
but two companies reduced their cash. 
The money appears to have been mainly 
invested in common stocks, 73 per cent. 
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Adams Euro. 
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1. Best conservation of assets 
during 5-year period ... § 8 
2. Lowest ratio of expenses 
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a ee a 3 1 
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and taxes to gross income 
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, 6. Largest percentage gains 
in market rallies (1929- 
ON nce gene. 3 4 
7. Marketability — shares 
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*Equal 


the average portfolio being invested 
equities at December 31, 1934. 


of 
in 


EXPENSES 


The average ratio of expenses and 
taxes to resources at market values was 
0.81 per cent. in 1934, compared with 
0.82 per cent. in 1930, a slight percent- 
age drop. The ratio to gross income 
was 17.3 per cent. in 1934 compared 
with 18.2 per cent. in 1930. This rather 
large ratio is due partly to the cash 
balances owned during the period and 
partly to the large common stock hold- 
ings yielding small cash income returns. 

COVERAGE OF SENIOR CHARGES 

All of the companies under review 
were able to earn their bond interest in 
every year during the period with one 
company showing a 98 per cent. cover- 
age in one year as the only exception. 
The coverage of preferred dividends 
was not so fortunate, no company be- 
ing able to cover its preferred dividends 
fully in 1933 and 1934 from interest 
and dividend income after payment of 
expenses and bond interest. Two com- 


panies however came within 1/, of 1 
per cent. of covering all fixed charges 


Amer. Cap. Genl. Genl. Second Tri- 
Intl Admin, Amer. Pub. Natl. Contl. 
Corp. Co., Ltd. Inv. Serv. Invest. Corp. 
6 3 1 7 2 4 
4 * | 
7 6 - 5 1* 2 j 
| 
6 3 Y 4 8 2 | 
2 5 4 1 5 34 
” 8 3 7 1 2 
4 7 2 1 5 8 
2 7 4 5 6 3 





including preferred dividends in 1934. 
As a result, two companies were not 
paying their preferred dividends at the 
close of 1934 and one company was 
making partial payments. The balance 
were making payments out of surplus. 


MARKET ACTION 


The investment status of investment 
company bonds showed a high rating by 
their market action. The average bond 
showed no change in market price be- 
tween December 31 of 1929 and 1934, 
during a period when the Standard 
Statistics bond average declined 12 per 
cent. 

The preferred stocks, influenced by 
leverage, showed an average 23 per 
cent. decline during the period compared 
with a 2 per cent. gain showed by the 


Standard Statistics preferred stock 
index. 
The common stocks reflected their 


high leverage by declining on the aver- 
age 74 per cent. The Standard Statis- 
tics 90 Stock average declined 56 per 
cent. During the period these leverage 
investment company stocks moved, on 
the average, about 2.09 times the aver- 
ages during rallies. During the 1932 
rally from the bear market lows, the 
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eight investment company stocks ad- 
vanced 356 per cent. when the general 
market rose 111 per cent. During the 
1933 bank moratorium rise, the gain 
was 154 per cent.; the general market 
rose 86 per cent. 

The accompanying table may prove 
valuable as well as interesting from a 
comparative standpoint. In it are listed 


the various companies considered in the 
order of their value to the investor as 
shown by their respective performances 
during the period. The rating is strictly 
numerical, the most attractive from each 
of the various viewpoints being num- 
bered “1,” etc. No combined weights 
are assigned to show relative attractive- 


ness. 


Bank Rounds Up Forgotten Savings 


N connection with the eighty-seventh 
anniversary of its founding, the 
East River Savings Bank is carrying 

on a campaign to eliminate accounts of 
depositors who for twenty years or more 
have forgotten or neglected their sav- 
ings deposits. The campaign in the last 
few months has reduced the list of po- 
tential dormant accounts for 1935 from 
168 to sixteen. The project has in- 
volved considerable “detective work” by 
all members of the staff. 

Soliciting new accounts is easy com- 
pared with locating depositors whose 
accounts have been inactive for two de- 
cades, according to Darwin R. James, 
president of the bank. 


ACTIVE BUSINESS MEN ON LIST 


“These accounts,” Mr. James said, 
“are not always small, nor do they seem 
to belong to absent-minded people, but 
to active business men and women of 
the community. One depositor, whose 
office was opposite one of our five offices, 
had forgotten his account in spite of 
seeing the bank daily. 

“The presidents of two banks were 
recently listed as having inactive ac- 
counts, which were about to be pub- 
lished on the annual list of dormant 
accounts when we decided to start a 
campaign to prevent dormancy. One 
bank president, reminded of his account, 
promptly sent us a check of $250 to 
match the $250 he had forgotten for 
twenty years. The other president 
begged us not to allow his name to ap- 





pear on the list, which is published an- 
nually. 

“A depositor in our Broadway office 
was successfully traced recently and 
forced to accept $115.69, in spite of the 
fact that he did not recall having a 
small balance in 1915. Another de- 
positor changed the spelling of his name 
slightly after opening his account with 
us. He was finally traced and brought 
in to the bank, his passbook showing a 
balance of $173.45. When his book 
was balanced and brought up to date, 
it showed $335.93.” 

One of the most amusing incidents 
concerned a depositor which the bank 
had been unable to locate, but who was 
himself finally reminded of an accoun* 
started in his youth, and since forgotten, 
by seeing a motion picture called “East 
River.” 

The good-will resulting from this 
work has been most gratifying to the 
bank. Depositors who have forgotten 
their accounts are flattered to have the 
bank trace them; others are relieved 
that their names did not appear on any 
list in an advertisement. Frequently 
depositors have become victims of 
racketeers who watch for such lists, lo- 
cate the individual and call and offer a 
savings account in his name if he will 
settle for 50 per cent. of the money. 

The East River has been fortunate 
in keeping in touch with its depositors, 
Mr. James said, although they are in 
every state and in more than twenty 
foreign countries. 











WHAT THEY SAY 


SIGNIFICANT EXTRACTS FROM CURRENT GOMMENT 


BUSINESS CONDITIONS BETTER 


NOTWITHSTANDING the pessimistic talk 
that there is today, conditions are dis- 
tinctly better. How much of this is due 
to natural recovery and how much is 
due to Government expenditures is, of 
course, debatable. I have a hunch that 
the new business caused by Government 
expenditures about offsets the business 
lost due to the undermining of confi 
dence brought about by these expendi- 
tures. Whatever the reason, it surely 
is true that business conditions are bet- 
ter this spring than any spring during 
the past five years.—Roger W. Babson. 


ESSENTIALS OF RECOVERY 


Ir the President of the United States 
would make a declaration that there was 
going to be no further reduction of the 
gold content of the dollar, if Congress 
would fix the value of the dollar at 59 
cents, if the President would say that 
all influences of the Government would 
be used to keep the gold standard, if 
the Government practiced economy and 
set up a balanced budget, you would 
see such a revival of confidence as we 
have never seen.—Professor Edwin W. 
Kemmerer. 


STIFLING RECUPERATIVE 
POWERS 


ARTIFICIAL relief from economic pres- 
sure is an anesthetic, which not only 
dulls the senses, but stifles the recupera- 
tive powers.—Letter of National City 
Bank, New York. 


WHERE WARS ARE MADE 


Wars are made in the hearts of men, 
and armed forces are the outward and 
visible signs of inward fears and mis- 
trusts.-—Commander Stephen King-Hall, 
Lecture before London Institute of 
Bankers. 
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AMERICA’S POSITION 


You have heard the argument that we 
should stabilize by declaring that we 
will not change the present gold content 
of the dollar. Some even go so far as 
to say that other nations would cer- 
tainly follow, if we took the lead. If 
we launched out alone on such a course 
it would put us right back where we 
were in 1932, and offer a tempting in- 
vitation for the others not to follow 
but again to take advantage of our dis- 
advantage. We realize the importance 
of world prosperity, and will evade no 
opportunity to assist in that direction, 
except the ever-present opportunity to 
donate prosperity at our own expense. 
—Henry Morgenthau, Jr. 


LIMITATIONS OF INFLUENCE 


I AM keenly aware of the limitations of 
the influence of monetary measures on 
economic conditions. I realize that with- 
out a properly managed plan of gov- 
ernment expenditures and without a sys 
tem of taxation conducive to a more 
equitable distribution of income, mone- 
tary control is not capable of preventing 
booms and depressions.—Marriner_ S. 
Eccles. 


BANKING AND BEER 


Ir the bankers would take as much 
trouble to explain financial matters to 
the public as, say, the brewers take to 
explain the beauties of beer, I think it 
would be a good thing—Commander 
Stephen King-Hall, Lecture before Lon- 
don Institute of Bankers. 


FUTURE MARKET FOR SILVER 


THE prospect of a future world market 
value for silver being equivalent to the 
present price we are paying appears as 
doubtful as a stable market for straw 
fats in September.—Investment Bulle- 


tin, C. F. Childs & Co. 











How to Obtain Bank Costs 


Count of Items and Item Costs 


By E. S. Woo.Ley 


President, E. S. Woolley Corporation, New York 


This is the eighth of a series of articles on bank cost accounting. The first 
article appeared in the December number.—Enrror. 


N order to arrive at item costs it is necessary, of course, 
to know the number of items handled. If no daily 
record of such items is kept then a count can be made 

for 24 days, using different days in order to obtain an aver- 
age day. This count cannot be for 24 consecutive days, 
however, as such consecutive days might not be anything 
like the period being analyzed. It must be spread over 
the period, preferably a year, being analyzed. Also the 
days used cannot be all the same. They must be spread 
between weeks and months. For example, the first Mon- 
day and fourth Saturday in January, second Tuesday and 
third Friday in February, and so on. The reason for this 
is to endeavor to obtain a correct “average day.” 

Items Count.—This method is illustrated on Exhibit N. 
When the totals of the various items for the 24 days have 
been obtained, each class of item total should be divided by 
24 to obtain the average day. This average day will then be 
multiplied by the working days in the year. As a general 
rule, bank working days per year are 304, except leap vear 
which has 305. There will be some variance from this as 
legal holidays differ in various states. However, it is easy 
enough for any bank to ascertain its own working days as 
it merely deducts Sundays and holidays from the total days 
of the year. 

As shown on Exhibit N, the different classes of items 
should be kept separate. ‘These different classes of items 
are deposit tickets, checks drawn, transit items, clearing 
house items, “list checks.” The “‘list’’ checks are those 
checks drawn against the account which are posted in 
lists to both the ledger and statement. The total of the list 
only being entered on the ledger and statement. Also, 
checks which are accumulated and picked up each day with 


THE BANKERS MAGAZINE 


a treasurer’s check can be included among these lists as the 
work is practically the same. ‘The easiest way to count 
(which at the same time is more accurate than the ruler 
method) is to run an adding machine tape from 1 to 50 
or 1 to 100, pasting the tape on a piece of cardboard. It 
runs line for line with the proof sheet or other sheets and 
‘an be placed alongside the columns of items to be counted. 
It makes the counting a simple matter. The deposit tickets 
and checks drawn may be counted from the individual book- 
keeper’s proof sheets. Care, however, must be taken to 
see that “list” postings are counted as one item so far as 
the total of the list is concerned; but that the total number 
of checks on the list are included in the count as “list” 
checks. 

The total of these should be entered in the column pro- 
vided therefor on the form shown, i. e., Exhibit N. These 
“list” check countings sometimes present difficulty as the 
lists have not been preserved. In these cases, it might be 
possible to obtain the information from the customer. If 
this is not practical then the only alternative is to keep a 
record currently of such list postings as they come in. After 
this has been done for sufficient time to obtain an average, 
the total number of “lists” will be divided into the total 
number of checks included in these lists. This will give the 
average number of checks per list. This average multi- 
plied by the number of list postings will give the number 
of list checks. 


Item Costs.—To correctly ascertain item costs, all the 
costs accruing to such items must be included. This is some- 
times overlooked. For example, it might be thought that 
dividing the total number of transit items handled into the 
total transit department costs would give the cost of transit 
items. But that is not true. The reason for this is that 
transit items are not only handled in the transit department 
but also in the teller’s cage and proof desk. This is true 
with every item of commercial department activity and to a 
more or less degree with every item in the bank. 

Therefore, the easiest way for the average bank to 
obtain a division of these activity costs in between the 
various classes of activity is by the unit method. This unit 
method means the reduction of all classes of activity to a 
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EXHIBIT N 


COUNT OF ITEMS 


| DEPOSIT| CHECKS |TRANSIT)| C. H. ITEMS | “LIST” 


Dates TICKETS| DRAWN ITEMS |P. 0. ORDERS) CHECKS 
January 1st Monday | 
- ith Saturday } 
February 1st Tuesday | 
Pt ith Friday 
March [st Wednesday | 
ne ith Thursday | 
April 2nd Monday | 
=a 3rd Saturday | 
May 2nd Tuesday 
a 3rd Friday | 
June 2nd Wednesday 
i 3rd Thursday 
July 3rd Monday 
* 2nd Saturday 
August 3rd Tuesday 


2nd Friday 

September 3rd Wednesday 

ry 2nd Thursday 
October ith Monday 

= 1st Saturday 
November ith Tuesday 

sie 1st Friday 
Lecember ith Wednesday 

ae 1st Thursday 
TOTALS 


Divide by 24 

Average Day 

Multiply by 304 
Number Items Handled 
for year under analysis. 





“Deposit Tickets” are the bookkeeping credits posted to accounts 

“Checks Drawn’ are checks drawn on the bank debited to account. 

“Transit Items’ are foreign itenis drawn on banks outside town. 

“C,. H. Items” are items drawn on other banks in same town as bank itself is situated. 

“Pp. O. Orders” are post office money orders and for this purpose can be considered the 
same as local clearings. 

“In-Clearings’’ will not be counted as this would be duplication because such “in- 
clearings’ are either checks on-us, transit or C. H. Items. 

“Creamery and List Checks” are those checks which are not posted individually but 
in lists to the statement and ledgers, also those which are picked up daily by a 
Treasurer’s Check. 


unit of operations. Multiplying the number of items in 
each class of activity by the number of units in that par- 
ticular class will give the total number of units for that 
particular item. Adding all the units in all classes of activ- 
ity together will give the total number of units. Dividing 
the total commercial department expenses by the total 
number of units will give the unit cost. Multiplying this 
unit cost by the number of units in each individual class of 
item will give the item cost. To obtain the actual number 
of units in each class of item nothing can take the place of 
an accurate time study of all the various operations. This 
time study means clocking the time it takes for each indi- 
vidual operation such as inserting a check in a bookkeeping 
machine—entering an item on the sheet—offsetting ledger 
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sheets and statements—filing deposit tickets and checks— 
accepting a single item deposit ticket at receiver’s cage, etc. 

In a time study of this kind every operation of the bank 
should be “clocked” by stop watch three different times. 
This is for comparative purposes. Such a time study natu- 
rally involves a considerable amount of work. Moreover, it 
is of no value if the subjects of the time study realize they 
are being timed. Under such circumstances a person is 
either abnormal or subnormal. Therefore, a time study 
must be made by someone familiar to the persons in the 
department being studied. Someone who can take it 
secretly without being noticed. It therefore becomes prac- 
tically an insurmountable problem in a smaller bank. What 
a smaller bank can do, however, is to have the subjects them- 
selves watch the time of their operations and work it out 
on the unit method as stated above. This means taking 
sach unit of operations that is performed and listing all the 
various operations on a sheet. 


“xhibit P—Such a sheet is shown on Exhibit P. As 
seen from this it would be headed with the various items 
and each operation of the different items would be listed 
thereon. For this listing, however, care must be taken to 
see that the operations are applied to the proper items. 
For example, proving the deposit ticket is not a part of the 
cost of the deposit ticket. That cost belongs to the items on 
the deposit ticket. If all deposit tickets only had one item 
on them there would be no necessity for a proof department, 
or for proving the deposit ticket at all. Therefore, the cost 
of the proof department belongs to the deposited items. In 
listing each unit of operations care must be taken also to 
see that the units are broken down to one. Not two or 
three units combined in one. For example take the book- 
keeping departments. They have: 


Sorting alphabetically 
Offsetting sheets 
Posting ledgers 
Posting statements 


All these items apply both to the deposit tickets and to 
the checks drawn. If, however, the units were limited to 
these operations, there would not be a sufficient breakdown 
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EXHIBIT P 


UNIT COUNT 





| DEPOSIT | CHECKS | TRANSIT | C. H. 
TICKET | DRAWN | ITEMS | ITEMS 





PROOF 


TRANSIT 


CLEARINGS 





BOOKKEEPING 


FILING 


STATEMENT 
WINDOW 





to differentiate between “list” checks and checks posted in 
detail. Therefore, it becomes necessary to break down the 
“postings” into the unit of operations of those postings, 
which are: 


Take sheet from tray 
Insert sheet in machine 
Put amount on machine 
Take sheet out of machine 
Restore sheet to tray 


An Example.—-Based on the presumption that the book- 
keepers have found that it takes them twice as long to put 
the amount on to the machine as it does to insert the sheet 
into the machine, then 10 checks posted in list would have 
22 entered in “put amount in machine” and 1 in each of the 
other operations for ledger, and 2 in “put in machine” and 
1 in each of the others for the statement, making a total of 
32 units. The 10 checks posted individually to the account 
would have 20 entered for “put amount in machine” and 
1 in each of the other operations for both ledger and state- 
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ment, making a total of 48. This means that the 10 checks 
would have 48 units if entered individually to the account 
or 82 units if entered in lists. 

The reason the checks posted in lists would have 22 
entered into the units of “put amount in machine” is that 
each of the 10 checks would be listed on a machine, and the 
total of the list entered on the ledger. This makes 11 
entries. At a ratio of 2 to 1 for the other units it would 
mean twice the 11. As only 1 item is being entered on the 
sheet, however, only 1 would go into the other units. This 
would show that “list” checks cost approximately 2/3 of 
the individually posted checks. After the units of operation 
for various items have been spread upon a work sheet such 
as Exhibit P, they will be totaled according to items. The 
ratio between the totals will then be found and the number 
of the different items will be multiplied by their respective 
ratios. This will give the number of units in each of the 
different classes of items. 

Of course, even this unit method involves work. In fact, 
nothing cam be done without work. 'To take any given set 
of units and say that they will apply to all banks is absurd. 
There is just as much individuality to business as there is to 
persons. ‘The number of units in the different items varies 
in accordance with the operating methods. For example 
the ratio of checks drawn and deposit tickets to local clear- 
ings will be less in a bank using single posting than in one 
using double posting, because under single posting a book- 
keeper will post almost twice as many items. Whether the 
total commercial department expenses are reduced or not 
by the single posting method would have nothing to do with 
it. In ascertaining the units of operation in each item the 
only point involved is the ratio between items. The same 
thing is true regarding transit items. It depends upon how 
the cash letters are written up. 





Table of Ratios. 


However, for those banks which do 


not wish to work out their own units, the following table 
of ratios is presented. They will be approximately accurate 
in a smaller bank which uses the dual system of posting, 
describes items and endorsers on its cash letters, ete. In 
other words it works as the average smaller bank works. 
These ratios are: 
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Deposit Tickets 8.44 
Checks Drawn 6.76 
List checks 4.51 
Transit Items 3.81 
Clearing House Items... 1.20 


To illustrate the method more clearly, the following 
table is presented: 


No. Items 

Per Year Ratio Units Item Cost 
Deposits ............. 224,352 8.44 1,893,530 $.0369 
Checks drawn..........1,443,392 6.76 9,757,330 .0295 
“List” checks 391,215 4.51 1,764,380 0197 
Transit ae 608,608 3.81 2,318,796 .0166 
C.H. & P.O. 283,936 1.30 340,723 0052 

2,951,503 16,074,759 
Activity expenses $70,222.87 divided by 16,074,759 equals $.004368 per 


unit. 


In other words the total number of units in all the items 
handled during the year was 16,074,759. The expenses 
applying to the activity, that is, the total commercial de- 
partment expenses after deducting maintenance costs, was 
$70,222.87. This amount divided by the number of units 
gives the unit cost. In this case it is $.004368. Multiplying 
this by the number of units in each item, for example 8.44 
in the case of the deposit ticket, gives the item costs. 


Currency.—There is only one actual basis of charging 
for the handling of currency and that basis is on the time 
and salary of the person handling it. To attempt to place 
the charge on the amount merely reveals an ignoring of the 
fundamentals of cost accounting. There is no relation 
whatsoever between the amount of dollars and the cost of 
handling. ‘Take for illustration two currency deposits of 
$1000 each. One of the deposits is composed of one hun- 
dred $10 bills wrapped in packages of fifty each. Hardly 
any expense is involved in accepting that deposit. The 
second $1000 came in forty envelopes from a motor bus 
company, and contained an assorted array of bills, silver 
and nickels. To place a charge of so much per $1000 on 
these deposits would be utterly absurd. If $.40 per $1000, 
which is the figure that is sometimes used, were charged the 
first deposit would be overcharged and the second under- 














uw 





THE BANKERS MAGAZINE 


charged. The same thing is exactly true with the making 
up of payrolls. Therefore, there is no fair way to charge 
for the handling of currency except on the time involv ed. 
Any other method is not only wrong in principle but works 
unfairly between accounts. 

Therefore the teller should keep a record of the time 
required to handle the currency deposits and for making 
up payrolls and the charge based accordingly. The lengths 
to which these charges for currency have gone in some cases 
has engendered considerable public ill- will. For example 
one bank charged a customer 10 cents for making a 75 cent 
deposit. Basing their charge on 5 cents for the deposit 
ticket and 5 cents for the currency. Another bank charged 
10 cents for changing a $10 bill into a $5 bill and five $1 
bills. Naturally the neighborhood resented such charges 
strenuously. Common sense must rule. Bank charges for 
services are fair, but they will be wrecked by such absurd 
charges as those cited. 





Maintenance Costs.—In addition to the investment and 
loaning costs there are physical costs which accrue to de- 
posit accounts regardless of activity. However, these main- 
tenance costs have been tremendously overstated in many 
so-called cost surveys. Actually the people in the bank are 
required because of activity. If all the accounts were 
dormant there would be need for very few people. There- 
fore, only those costs which would apply to a dormant 
account should be included as maintenance. These costs 
would include: 


Such salaries as were needed to open accounts 

A portion of salaries for balancing accounts 

Such bonds as applied to those salaries 

A ledger sheet and passbook 

The proportion of vault space occupied by book trays 
A portion of the bookkeeping space 

A portion of the cash vaults 

A portion of bank examination 

A portion of rent, light and heat, etc. 


While perhaps it is a difficult matter to currently allo- 
‘ate each item of expense between maintenance and activ- 
ity, nevertheless, it is too roughshod altogether to take a 
proportion like one third of the total commercial depart- 


—-~ 


Thumbed to death 


on Times Square 


In a corner cigar store on Times Square, New York 
City, a telephone book lives only 96 hours. In so short 
a time, it is literally thumbed to death by the steady 
stream of telephone users consulting it. Here is strik- 
ing evidence of how often the man in the street finds 


Bell System service helpful. 








ment expenses and charge them as maintenance. ‘This has 
sometimes been done but it could never be supported by 
facts. No such ratio is true. Merely to take one-third of 
the operating expenses, exclusive of investment and loaning 
costs, and attempt to apply it to maintenance would prove 
the ratio to be absurd. Such a method leaves activity costs 
too low. Without question the employes are required be- 
cause of activity. It is agreed, however, that these main- 
tenance costs will be higher in a large bank than in a small 
one. ‘This is because such items of overhead as rent, etc., 
are higher in larger banks and larger communities than in 
the smaller ones. If it is desired to break down the costs 
of the commercial department between activity and main- 
tenance two columns will be required on the expense dis- 
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tribution sheet shown in last month’s article. The following 
expenses would then be divided between “activity” and 
“maintenance :” 


Salaries direct 

Salaries indirect 
Stationery and supplies 
Checks and passbooks 
Depreciation and repairs 
Bank examinations 

Light and heat 

Rent 

Insurance and bonds 


A. portion of all these expenses is required even for an 
inactive account. Breaking these costs down in a large 
number of banks in widely different areas has shown that 
they run from $1 to $3 per account per year depending 
upon the size of the bank. Therefore, if it is not desired 
to break down these expense items as shown above, it is 
suggested that an amount equivalent to $1 to $3 per account 
per year be first subtracted from the total commercial de- 
partment expenses and charged as “maintenance.” The 
actual amount depends upon the size of the bank. A sugges- 
tion for these maintenance costs in the different-sized banks 
is as follows: 


Commercial Deposits Annual Maintenance 


Under $ 500,000 $1.00 
$ 500,000 to $1,000,000 $1.50 
$1,000,000 to $2,000,000 $2.00 
$2,000,000 to $5,000,000 $2.50 
Over $5,000,000 $3.00 


The number of accounts in the commercial department 
would then be multiplied by the maintenance cost, and that 
amount deducted from the total commercial department 
expenses. The balance remaining would be the activity 
costs. For example a bank with $2,500,000 in commercial 
deposits has 3365 accounts. The total commercial depart- 
ment expenses were $78,635.37. Deducting $2.50 a year 
for each of the 3365 accounts, or $8412.50, as maintenance 
leaves a balance of $70,222.87 as applying to activity costs. 








Scientific Account Analysis 
The Use of Analysis Cards 
By Freperick W. HEerze. 


This is the eighth of a series of articles on account analysis of checking 
accounts. The first article appeared in the December issue——Envirtor. 


HILE it may be desirable, at times, to refer to the 

detailed information as shown on our ledger sheets 

and analyses records, in the majority of cases such 
extensive detail is not required. 

It is quite desirable, however, to have the important facts 
produced by our analyses readily available at all times for 
all accounts. When reviewing the status of an account, it 
is also desirable that we have a record which permits of 
comprehensive comparisons between present and _ past 
periods in order that we may visualize the progress or retro- 
gression of an account. 

Such a record is invaluable, not only for reviewing past 
performance, but for supplying source information for the 
expansion of the bank’s business. 

There are certain data used in our analyses that we 
required for the production of results, but which are rela- 
tively unimportant for reference value. Other items are, 
however, quite valuable for that purpose. All the pagscengs 
tion needed for an intelligent survey of an account and :¢ 
concise discussion of it with the depositor is clearly yt 
on our analyses and can be conveniently transcribed to a 
record designed for the purpose of handy reference. 


Card Record.—The card illustrated on the next page 
contains the important information produced by our an- 
alyses and all that would, in the ordinary course of business, 
be required. 

From the foregoing record, which was made up by 
merely transcribing the information from our analyses, all 
questions previously designated can be answered. 

An item that is usually included, but is omitted from 
this record, is the average net balance in an account. If 
this information is desired, a column for that purpose could 
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In the above card record, which is explained in the text, the figure which has a 
“d” before it, would appear in red ink. 


be included and the realized balance, which is used here 
synonymously with net balance, could be recorded therein. 
From our studies, however, we have found that a net 
balance should be accorded the importance that it usually is. 
It is not the net but the available balance that should com- 
mand our attention. Including the net balance on our 
analysis card would tend to make the information mislead- 
ing or at least detract from the more important factor of 
available balance. If it is desired to know what the net 
balance is, it is very easily approximated by reducing 
mentally the gross balance by the amount of float. 


Carry-Over Credit.—The “carry over credit” from pre- 
vious months is the last item recorded on our analyses forms 
and it is therefore quite convenient to pick the amount up 
from these cards as the records are being transcribed, 

The analyses would have been made in their entirety. 
exclusive of this item, and then as the record was being 
transcribed to the card, in the event that there was an 
accumulated credit due to the depositor, it could be recorded 
on the analysis and the net result recorded on the ecard. 

The finished cards could be used as a posting medium 
for charging all accounts subject to charge. An adding 
machine run could be made of the cards verifying the total 
debit to depositor’s accounts. 

Any other information appearing on these cards is self- 
explanatory and the means of recording it so self-evident 
that further comment upon it would be superfluous, 





As Your New England 
Correspondent... 


we are especially well- 
equipped to render rapid and 
satisfactory service. 


THE NATIONAL 


Shawmut Bank 


40 WATER STREET +: BOSTON 





Income Audit—A card record as illustrated, if main- 
tained for every account, would afford a very convenient 
means of verifying the accuracy of our cost distributions. 
An income audit made from these cards could be considered 
very much in the light of a laboratory test for verifying the 
equitableness of our charges and credits to individual 
accounts. 

If the factors of income and expense have been accu- 
rately distributed to the respective accounts a sum total 
of the profits from all accounts, as shown on these cards, 
should fairly closely approximate what our cost records 
show to be the true facts. 

This income and expense audit of commercial accounts 
by the use of these cards could be accomplished very quickly 
and simply in the following manner. 

The period of time covered by this audit will coincide 
with the period of time covered by our cost records with 
which we are comparing them. 


1, Make an adding machine run of the profit made on each account 
as is shown by the individual cards. 

2. Make a similar run of the accumulated credits accruing and 
unused by depositors at the close of the period. 
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3. Do likewise with the accumulated credits to the depositors at the 
beginning of the period. 

4. To the total profits add the total accumulated depositor’s credits 
at the end of the period and subtract the total accumulated credits at 
the beginning of the period. 


Resulting Amount.—The_ resulting amount should 
fairly approximate the results as shown by our cost records 
if we have correctly apportioned our income and expense 
factors to the respective accounts. If we do not have a 
fairly close result in the two records it is evident that our 
distribution of income and expense to the individual account 
in our analyses of them have been incorrectly made. 

If the income indicated by our cards exceeds our actual 
income as shown by our profit and loss statement, it is 
evident that we have either been too liberal in the allocation 
in our analysis of individual accounts of income factors or 
we were too light in our expense allocations, or we may 
have committed a combination of the two errors. 

If the indicated income of our cards is less than that 
shown by the cost records it is evident that we have 
either over-charged the accounts for expense factors, or we 
have failed to credit full earning power for balances main- 
tained, or we may have a combination of both errors in our 
analyses. 

It could not be expected, of course, that such a record 
would more than approximate actual conditions. It would, 
nevertheless, afford a means of knowing whether our policy 
was too liberal or whether it should be more stringent in 
dealing with our depositors and we could guide ourselves 
accordingly. 

Such a record, if maintained over several accounting 
periods by a number of banks, would afford an irrefutable 
basis of establishing the true requirements of a bank. Un- 
less a schedule of charges is based upon a true recitation of 
provable facts it will be either difficult to sustain against 
public opposition or it will very likely be inadequate for its 
intended purpose. 











IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 








Bank Loans 


“Bankers can do a wonderful job by mak- 
ing available and flexible the funds in their 
possession. Easy credit and _ installment 
sales have ruined no one. If bankers will 
undertake with credit the management of 
borrowers, money can be put back into e¢ir- 
culation. The day will come when, instead 
of installment buying, people will go to one 
central credit borrow the necessary 
funds on their character, and pay cash for 
what they buy.” These beliefs were ex- 
pressed by Charles H. Watts, president of 
the Beneficial Industrial 
recent address. 


souree, 


Loan Corp., in a 
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Automobile loans are now being made by 
many Minneapolis and St. Paul banks. 
Banks are making these loans direct, and 
the Northwe%t banks are taking favorably 
to this idea to increase income. Loans are 
also being made to automobile financing 
companies. It is pointed out that this is 
good paper, as it carries the dealer, the pur- 
chaser, and the automobile itself. One 
banker declared that he expected the move- 
ment to grow, and that it would not be such 
a big step to carry paper on electric re- 
frigerators, oil burners and washing ma- 
chines. Such loans give the bank an op- 
portunity to keep the buyer as a permanent 
customer of the bank. 

_ (a 
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A more efficient means of combating the 
multiple borrower was called for at the New 
Jersey bankers’ convention. C. Henry Rahb, 
assistant treasurer of the West Side Trust 
Company of Newark, said: “With country 
and even state lines being crossed, a more 
efficient method of interchanging credit in- 
formation among banks must be evolved and 
the solution may lie in regional 
house associations. Mr. Rahb quoted a 
banker who once said to him: “Don’t worry 
about the man who comes into your bank in 
working clothes. His appearance shows that 
he is trying to pay off his loan. But look 
out for the well-dressed individual with a 
diamond, and a chauffeur outside.” 


clearing 
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Banks making 
mortgage loans are 


FHA 
helping themselves as 
well as others, J. Howard Ardrey, admin 
istrator of Title II of the National Hous- 
ing Act, told New Jersey bankers. He as- 
serted that insured mortgages are becom- 
ing a permanent addition to banking prac- 


government-insured 


tice, and prophesied a new lease of life for 
more buildings and the erection of more 
and more new homes, when funds of banks 
are put to work under the better housing 
program. To date the Federal Housing 
Administration has insured 166,486 modern- 
ization loans aggregating $69,000,000. 
=a 
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Out of 2500 applications for loans on real 
estate, since the first of the year, Massa- 
chusetts savings banks have granted 1700 


1 
such 
most 


applications, involving a total of al- 
$12,000,000. 
oe 

In Denver, Colorado, the large banks, with 
the exception of the Denver National Bank, 
have shown little interest in housing loans. 
Ilowever, the National City Bank of Denver, 
one of the city’s smaller institutions, is en- 
thusiastie about such loans. The most re- 
cent report of the FHA indicates that the 
bank has made more loans under the act 
than virtually any bank in that section in 
proportion to its size. Of this record the 
bank is proud and C. A. Land, the bank’s 


cashier, says: “We are well pleased with 


the loans that we have made under both 
titles of the National Housing Act. As 


yet, we have not had a single delinqueney, 
even for a day, on any of them.” 

——— 
The Merchants Bank of New York an- 
nounced the opening of a small loan de- 
partment in connection with its commercial 
banking. Loans will be made in 
ranging from $50 to $1000. 
the plan is the handling of 
with a single endorser. 

as 
In the first comprehensive survey of the 
operations of the Federal Reserve Banks un- 
der Section 13b of the Federal Reserve Act, 
authorizing capital loans to industry, the 
Federal Reserve Bulletin shows that out of 
$245,078,000 of such loans applied for, $86,- 
282,000 of loans and commitments were ap- 
proved, $30,572,000 was actually advanced 
and $19,425,000 of commitments to make 
loans are outstanding. Of the advances 
made $3,595,000 have been repaid, leaving 
$26,977,000 outstanding. 

The loans that have been made by the 
Federal Reserve Banks direct or by finane- 
ing institutions under commitments from 
the reserve banks have varied in size from 
$250 up to amounts of several million dol- 
lars. The maturities range. from a few 
months to five years. A wide variety. of 
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amounts 
One feature of 
smaller loans 
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enterprises is covered. The report says that 
the Federal Reserve Banks endeavored to 
fix rates on direct loans to industry in such 
a way as not to attract business away from 


commercial banks and other financial in- 
stitutions. 
The Federal Housing Administration has 


been pleased at testimony coming to it from 
some of the smaller banks that they have 
found their housing loans to be deposit 
builders. Harry J. VanHook, vice-president 
and eashier of the Prospect Park National 
Bank at Prospect Park, N. J., in a letter 
gives the following account of the way 
housing loans have helped increase deposits 
for his bank: 

“An interesting example of how the lever- 
age principle of the NHLA operates to stimu- 
late business activity is evidenced, we think, 
by the action of the directors of this bank 
in authorizing the construction of an addi- 
tion to our building providing additional 
facilities for handling the increased busi- 
ness which has been created largely through 
our activities in conjunction with the FHA. 
Very probably this is the first instance 
wherein modernization loans have caused 
a bank itself to modernize by expanding its 
own quarters. 

“Of course, this addition is not 
tated by extra work in handling moderniza- 
tion loans and insured mortgages, as the 
detail fits very naturally into the regular 
routine of the average bank and involves 
little extra help in this connection. How- 
ever, our experience has been that the FHA 
has instigated a great deal of activity not 
directly related which has been largely re- 
sponsible for an inerease of over $300,000 
or 13 per cent. in the deposits of this in- 


necessi- 


stitution. We should add that the 
new business on our books and the new 
faces at our tellers’ windows are there 
largely beeause your office has rendered 


such intelligent co-operation and assistance.” 
-@— 
The Marshall & Ilsley Bank of Milwaukee 


have published an interesting “Loans” ad- 
vertisement, in which, with illustrations, 
they list some typical loans: 

$100,000 to a shoe manufacturer to pur- 
chase inventory, discount bills, meet current 
requirements. This loan has been repaid. 

$200 to a home owner for painting and 
repairing. Made in co-operation with the 
Federal Housing Administration. To be re- 
paid in 24 monthly installments of $8.33 
each. 

$95,000 to a wholesale grocer to purchase 
inventory. This loan is being repaid ac- 


eording to loan agreement. 
$300 to a dentist to purchase new equip- 
ment. 


This loan has been repaid. 






























$30,000 to refrigerator distributor on 
warehouse receipts to finance dealer ship- 
ments. This loan has been repaid. 

$3000 mortgage loan to home owner. To 
be repaid in three years. 

$1000 to office worker on cash surrender 
value of insurance policy to meet an emer- 
gency. This loan has been repaid. 

In conclusion, the advertisement reads: 
“The foregoing may suggest ways and 
means in which we can be of service to you. 
If so, do not hesitate to diseuss the matter 
with any of our loaning officers. This can 
be done in confidence and without obli- 
gation.” 

—6— 


A plan for insured personal loans is being 
offered by the East Hartford Trust Co., 
East Hartford, Conn., according to Louis 
S. Thomas, president and chairman of the 
hoard of directors. The plan which insures 
the life of personal loan borrowers is sai: 
to be the first of its kind to be used by any 
commercial bank in Connecticut. If a bor- 
rower should die after signing a personal 
loan note and within 90 days of the time 
the loan or any installment thereof matures, 
the borrower, co-maker, endorsers and their 
estates will be protected under the terms 
and subject to the conditions of a Conneecti- 
eut General Life Insurance Co.’s Creditors’ 
Group Life Policy, and thus released from 
liability thereon, unless the insurance clause 
on the reverse side of the note is rubber 
stamped with the words “Maker Not In- 
sured,” due to the borrower’s uninsurability 
or other reasons, 


Capital Structure 


A special meeting has been called for share- 
holders of the National Shawmut Bank of 
Boston on July 8, to vote upon a rearrange- 
ment of the capital structure of the bank. 
The board proposes to reduce the capital 
from $20,000,000 to $10,000,000, and trans- 
fer the entire amount of the reduction to 
the surplus account. The bank explains hy 
letter that this transfer does not econtem- 
plate any writing-down of surplus, because 
all losses as determined by the Federal su- 
pervising authorities have been charged-off 
or fully provided for. This bank has gone 
through the depression without finding it 
necessary to reduce its surplus account. 
Each share of stock will have the same as- 
sets behind it as previously. The protee- 
tion to depositors, as measured by the ratio 
of capital and surplus to deposits, remains 
unchanged. This ratio is approximately 5 
to 1, or 18 per cent., which is unusually 
strong, as compared with the average of the 
country. 





. 
5 
y 


e 








IN THE MONTH’S NEWS 61 





100% Nichols 


In a blistering letter to the Comptroller of 
the Currency, J. M. Nichols, president of 
the First National Bank of Englewood, Chi- 
cago, defied the Comptroller, and threatened 
an appeal to the courts. The letter speaks 
for itself: 

“In reply to your threatening communica- 
tion, dated June 15, 1935, I tender my com- 
pliments and a one-way ticket to ‘Dante’s 
Inferno.” You and your political colleagues 
will never live to see the day that you can 
saddle our depositors and stockholders with 
the unlimited contingent liability incorpo- 
rated in the permanent Federal Deposit In- 
surance Act. 

“When you definitely state your plan, it 
will not take us long to determine our 
eourse, but your bulldozing and dark-room 
tactics will accomplish nothing in our ease. 
[ wouldn’t trust a single one of you any 
farther than I could throw a bull by the 
tail. If there is to be an annual premium, 
such as mentioned in the proposed banking 
bill, we shall probably pay it merely as a 
bribe to get rid of you and most certainly 
not because we think your insurance idea 
worth the paper on which it is written. 

“On the other hand, if you are able to 
put over your permanent insurance plan on 
July 1, or extend it to some future date, 
which I suspect you will, we still have the 
option of paying the depositors off, or drop- 
ping our Federal Reserve membership and 
applying for a State charter. In anticipa- 
tion of such a move, we have already writ- 
ten our Federal Reserve stock down to 10 
cents, which, with Mr. Eccles in the picture, 
is possibly more than we shall ever be able 
to realize on it. 

“To appoint a conservator or receiver for 
a banking institution with cash and United 
States Government securities well in excess 
of its total deposits, would be but to cut 
your own throats politically and to admit 
the insolvency of United States securities. 

“Tf you think you have an inch of ground 
to stand on, cut out the shadow-boxing and 
get this case before the United States Su- 
preme Court. I'll wager it will pluck your 
FDIC bird so close that, in comparison to 
its nudity, Hugh Johnson’s defeathered 
Blue Eagle will look as if it were all dressed 
up in a raccoon coat.” 


Confidence in New Banks 


The American National Bank of Kalamazoo, 
Mich., is an excellent example of the type 
of new bank, organized by men thoroughly 
acquainted with the problems of the banking 
business, which demonstrates by its steady 
growth in a short period of time that the 
publie is not afraid to trust its funds to 





a bank and bankers that warrant faith: in 
the institution. Dunlap C. Clark, the presi- 
dent, was affiliated with the Continental Llli- 
nois National Bank & Trust Company of 
Chicago and its predecessors for thirteen 
years. The cashier, Rudolph F. Friske, was 
formerly an officer of the City National 
3ank of Evanston, Ill. M. R. Bailey, the 
credit manager, was also with the Continen- 
tal Illinois, and Miss Betty Sutton, adver- 
tising manager, was connected with the 
Century of Progress. The bank is an en- 
tirely new institution, opened for business 
on November 1, 1935, with no deposits and 
no earning assets. Since that time the de 
posits have grown to $3,719,000, while the 
bank has maintained an unusually liquid 
position. 


—{e)— 


Clarence A. Beutel, president of the new 
Southeast National Bank of Chicago, which 
opened April 6, reports that deposits have 
passed the million dollar mark. About one- 
quarter are savings deposits and the remain- 
der commercial accounts. 


—@©— 


The District National Bank of Chicago has 
a short but promising history. Starting in 
April, 1934, its organizers selected a sub- 
stantial industrial area that needed banking 
assistance. They started with nothing on 
hand but cash and nothing in the past to 
live down. The latest figures reveal that 
this bank now has total deposits of $1,- 
111,000, of which savings represented 
$199,000. Its loans and discounts totaled 
$242,000. A large part of those loans rep- 
resent what is known as housing loans, and 
reflect the manner in which District Na 
tional has seized an opportunity. It has 
made more loans than any other bank in 
the state, under Title I of the housing act. 
The small plants in the neighborhood, en 
gaged in various phases of building ma- 
terial production, act as feeders to the 
bank. When customers come to them with 
a problem of financing home modernization 
they are glad to have a bank that will eo- 
operate. 


Customer Relations 


Though the course is only a year old, em- 
ployes and many executives in 4000 Ameri- 
can banks are attending classes on how to 
get along with the customer. The work is 
in charge of Dr. Harold Stonier, who be- 
eame educational director of the A. B. A, 
eight years ago, before that being vice- 
president of the University of Southern 
California. 

The banks were lagging in customer rela- 
tions, although utilities and stores, for in- 
stance, had been doing work in this field 
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for several years, Dr. Stonier found. <A 
handbook was prepared, with such chapter 
“Your Customer and Your 
Bank,” “What Will You Tell Your Cus- 
tomer?” “The New Customer” and “The 
Trouble Customer.” 

Movie shorts are being made and will be 


headings as 


available for classes. 

Officials conducting the course list ques- 
tions and eriticism most frequently heard 
from bank customers as follows: 

(1) “Banks control industry and wealth.” 

(2) “When people need loans they can’t 
get them, but when they don’t need them, 
banks are generous.” 

(3) “Why do the bankers waste so much 
money on faney buildings?” 

(4) “Banks are hampered by 
red tape and technicalities.” 

(5) “The ‘big fellow’ with the pull gets 
anything he wants from the bank, but the 
‘little fellow’ gets nothing.” 

The greatest source of trouble between 
banks and customers, it is stated, is the 
lack of understanding of the rules. It is 
not enough to state the rules; they must be 
explained. 


their own 


discuss banking in 
whatever public utterances they make, in 
terms of “what is for the best interest of 
the public rather than in terms of what is 
for the best interest of banks,” by L. A. 
Chambliss, assistant vice-president of the 
Fidelity Union Trust Co. in Newark, N. J. 


urged to 


Bankers are 


~*~ 
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A special course in public relations and 
bank salesmanship for bank employes is be- 
ing given in New York City by the Grizzard 
School of Salesmanship. A series of lectures 
is planned, two each week on Mondays and 
Thursdays, from 5:30 to 6:30. Last winter 
Mr. Grizzard conducted such a school in 
Cincinnati after favorable experience in At- 
lanta 


and other cities. 


— = 


There are 11 presidents of banks and 38 
vice-presidents in attendance at the A. I. B. 
Graduate School of Banking at Rutgers 


University. 


Deposit Insurance 


Government insurance of bank deposits up 
to $5000, under the existing temporary pro- 
gram, which would have expired on June 30, 


for sixty days through 
approved in both Con- 

This period is viewed 
ninety-day to 


has been extended 
a joint resolution 
gressional branches. 
“trading figure” for a 
extension. 
—G— 

“Frankly, the insurance fund under which 
we are now operating is doomed to failure, 


as a 
four-month 


unless it is properly safeguarded and wisely 
and efficiently administered,’ W. R. Mil- 
ford, assistant to the chairman of the FDIC, 
told Georgia bankers. “There is no doubt 
in my mind but that the insurance of bank 
deposits will for many years remain a vital 
part of our banking system, and as before 
stated, the suecess or failure of the fund 
will depend on a capable administration. In 
many quarters the idea seems to be preva- 
lent that the insurance of bank deposits is 
merely a relief proposition, but such is not 
the case, and the interpretation of the law 
by those who are charged with its adminis- 
tration is that it is a business proposition 
which should be handled in a strictly busi- 
ness way. The benefits to be derived 
for deposit insurance are not limited alone 
to protection of individual depositors. The 
entire banking structure of our country is 
intimately interwoven one part with another, 
and there should be a full measure of ¢o- 
operation between banks as well as between 
the various supervising agencies.” 


Building Improvements 


The Duluth Morris Plan Co. is now in en- 
larged quarters in the Wolvin Building in 
Duluth, Minn. The floor space has been 
doubled, according to A. C. Armstrong, ex- 
ecutive vice-president and secretary. 
Formal opening of new quarters for the 
First Federal Savings and Loan Association 
of Chieago took place in May. This institu- 
tion began business a year ago in February. 
Morton Bodfish, president, announced that 
the association now has total assets of 
$713,610, of which $648,710 is in mortgage 
loans on 195 small unit residential proper- 
ties in Chicago and suburbs. It has 455 in- 
vestors providing funds for this local prop- 
erty financing, their individual sharehold- 
ings ranging from $10 to $5000 and up- 
wards. 


—@ _ 


The San Francisco Bank of San Francisco, 
Calif., is building a new home for its West 
Portal office. It will represent an invest- 
ment of $150,000, aecording to Parker S. 
Maddux, president of the bank. Many mod- 
ern banking conveniences, including safe 
deposit vaults, will be incorporated in the 
new building, which will be ready for oe- 
cupancy about September 15. 


The “Service Charge” 


The Mount Vernon Trust Company of Mt. 
Vernon, N. Y., has issued an unusually at- 
tractive four-page leaflet which explains, in 
simple language, the reasons for and the 
value of service charges, along with atten 
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tion-compelling _ illustrations. Depositors 
with less than $200 are advised 
not to open a checking account, but to de 
posit in the thrift department and receive 
compound interest. The leaflet was de- 
signed and written by 


Edward M. Carney, 


public relations counsel for the bank. 


balances of 


—e@ 
SCHEDULE 


PRICE 
\ $500 


nts under 


Charge 


Number 
Monthly of for 
Base 


Checks Excess 


Charge Permitted Checks 


None 
N 


ants 
“nts 


ants 
ants 


t 
ents 
t 
€ 


ents 

ents 

ants 

$100 SS Syare he ae ants 

Be Wy dividend ants 
Accounts Over 

Accounts over $s, or 


$d00 
which 
reviewed for 


those 


dul) active, will be 
handling, 


of such 


where loss is shown the am 
charged to the act 


ana 
loss will be 

The above “price schedule” for checking 
service has taken the place of the old term 
“service charge,” in the First National Bank 
of Spring Valley, N. Y. The customer is 
told that the “price” of checking 
according to different sizes of balances andl 
activity is as above. The price quoted in 
cludes cost of operation, as determined by 
a cost survey made by outside experts, plus 
a fair profit. Contrary to the experience 
of other neighboring city banks’ which 
stirred up a hornets’ nest when they inaugu 
rated “service charges,” this Spring Valley 
bank followed the advice of coun 
sellors when it put its unprofitable accounts 
on a pay-as-you-go basis. 


service 


outside 


a 
The banks of Newark prepared their check 
ing account customers for metered 
eharge schedules by giving them two wecks’ 
notice. <A folder was mailed to all 
depositors announcing “Measured Service 
Charges on Checking Accounts’ Effective 
May 1.” This folder supplemented a_per- 
sonal letter explaining the plan. It ex 
plained the functions of the checking ac 
count under the caption, “Sound Business 
Policies Insure Sound Banking. In Carry- 
Checking Account You Are Buying 
Checking Service from the Bank.” A second 
folder was sent with the April statements. 
® 


service 


such 


ing ¢ 
ing a 


“Our bank sold service charges with the 
result of less than 500 accounts being closed 
and a gain in deposits of $292,063.20 in 
the year 1934, during which time $14,079.97 
was collected from individual checking ac 
counts. Individual demand deposits aver 
aged about $950,000. This is why we say 


measured service charges is the solution of 


the problem of unprofitable checking ac 
counts.” Thus F. C. Cates, assistant cashier 
and auditor of the Poudre Valley National 
Bank, Fort Collins, sums up his in 
teresting account of “Earning 
Through Serviee Charges,” which appeared 
in a recent number of the Mountain States 
Banker. Here is the sehedule that his bank 
has been using successfully: 


Colo., 
Increased 


Minimum 3ase Debit Items 
Balance Allowed 
.O1 to 10 Plus 4 deposits 
$ 50 to $ 80 10 * 4 66 
$100 to $15! .60 Ww « “ 
$150 to $ 40 i - 
$200 to $22 20 WwW « “ 
$250 to $: 0 Ww j “ 
#300 to § 0 i3 “* 4 “ 
$350 to $400 0 146 * 4 “ 
$400 to $450 0 19 « 4 “ 
$450 to $500 0 9D «6 } “ 


(Extra 


Charge 


$1.00 


Debit items, 5 cents each. 


Plan,” «a novel and 
system, designed for the 
small depositor, has just been inaugurated 
by the National Safety Bank & Trust Co. 
of New York City. This plan 
depositor the privileges and conveniences of 
au checking account without requiring a 
minimum and without levying a 
monthly charge. The bank simply charges a 
commission of five cents for item de 
posited and for check The 
plan has also been extended to handle the 
payrolls of which, either 
because of the number of employes, 
them, have 


“The Cheekmaster 
lutionary 


revo 
new 


gives the 


balance 


each 
each issued. 
business houses 
small 
inconvenience to 
hitherto paid in cash. 


or because of 


The business which pays its employes by 
this method simply credits the aecounts of 
each of the employes with their individual 
salary by making out a deposit slip with 
a carbon copy for each employe. These de 
slips are brought to the bank with 
one check covering the entire payroll. The 
bank keeps the original slip and returns the 
duplicate properly receipted. The employe 
duplicate as proof that his 
salary has been eredited to his account. 

The “checkmaster plan” is the conception 
of Alexander Efron, a vice-president of the 
bank. 


posit 


receives the 


Federal Legislation 


“The Banking 
forward 


Act of 1935 is a 
step—not a 
from the brains of theorists, but 
rooted in twenty years of practical 
experience with the Federal Reserve Act as 
tested by the worst depression in history.” 
This is the opinion of A. P. Giannini, chair 
man of the board of Bank of 


distinet 
radical doeument 
sprung 


deep 


America 
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N. T. & S. A. and a director of the National 
City Bank and City Bank Farmers Trust 
Company of New York, as expressed in a 
signed article appearing in the current is- 
sue of the magazine “Today.” Pointing out 
that banks’ responsibility in the past for 
monetary and credit policies has been at 
best a fiction, Mr. Giannini recommends 
that they place this responsibility in the 
hands of a specially constituted and quali- 
fied public body, as provided by the act. 
——— 

Another Western opinion on the Banking 
Act of 1935 is of interest. In his address 
before the Iowa bankers convention, the 
president, Frank C. Welch, president of the 
Peoples Savings Bank of 
summarized Title II thus: 
tal purposes of these 
follows: 


Cedar Rapids, 
“The fundamen- 
amendments are as 


“1. To increase the ability of the banking 
system to promote stability of employment 
and business, in so far as this is possible 
within the scope of monetary 
credit administration. 


“o 


action and 
To concentrate the authority and re- 
sponsibility for the formulation of national 
monetary policy in a body representing the 
general public interest. 


“a 


3. To modify the structure of the Fed- 
eral Reserve System to the extent necessary 
for the accomplishment of these purposes, 
but without interfering with regional au- 
tonomy in matters of local concern. 

“4. To relieve the banks of the country 
of unnecessary and hampering restrictions, 
and thus enable them to meet the credit 
needs of their communities more adequately 
and contribute more effectively to the ae- 
celeration of recovery.” 

“What is so terrifying about that? 

“Mr. Perkins, head of the National City 
Bank of New York, says Title II is bad. 
Mr. Giannini, head of the Bank of America, 
and one of Mr. Perkins’ largest stockholders, 
says it’s good. Professor O. M. W. Sprague 
of Harvard, formerly economic adviser of 
the administration and prior to that eco- 
nomic adviser to the Bank of England, is 
reported to have supported in the main 
Title II when he testified before the Senate 
sub-committee. 

“My personal opinion, and please note I 
say my personal opinion, on Title II, is 
this: It attempts to set up the machinery 
to convert bank deposits into currency pro- 
vided banks have sound assets to hypothe- 
eate for the currency whenever our deposi- 
tors decide they would like to have their 
money, without creating all the fuss and 
commotion we had in banking circles dur- 
ing the period from January, 1930, to 
March, 1933. It definitely places power, 
and with it one place; 


responsibility, in 
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namely, the 
order to 


Federal 
have 


Reserve 
concerted 


Board. In 
action, banking 


control and responsibility must be lodged 
somewhere, and I do not for one moment 
feel that the Federal Reserve Board mem- 


bers, either present or future, will regard 
that responsibility lightly. No doubt some 
changes in Title II are desirable or may be 
desirable as the just as we 
have found other changes in our banking 
laws to be desirable, but on the whole I 
feel that Title II has real merit and per- 
haps should be passed.” 


years go by 


fe’ 
oe 


The Harris Trust & Savings Bank of Chi- 
cago, through its chairman, Albert W. Har- 
ris, has sent a letter. to its stockholders, 
opposing the banking bill and stating that 
if it became a law banking would cease to 
be a business. The criticism was chiefly 
leveled at Title II. 


—e— 


Speeding to meet the June 16 deadline, 
Congress passed a resolution giving to of- 
ficers of Federal Reserve member banks an- 
other three years in which to repay out- 
standing personal loans from their own in- 
stitutions. Under the Banking Act of 1933 
loans by banks to their executive officers 
were banned and borrowers were ordered 
to liquidate such loans within two years. 
This time expired with officers still owing 
the better part of $90,000,000 of direct and 
indirect 


loans which were outstanding six 

months ago. Without the extension scores 

of borrowers faced heavy fines and jail 
sentences as did the lending banks. 

This “nick-of-time legislation” called 

forth denunciation by the “American 


Banker,” as follows: “We feel that the 
entire banking profession has definitely lost 
ground because of the strained appeals 
which have been made to Congress to post- 


pone action on the law. The publie 
is entirely justified in interpreting these 
appeals in the worst light possible. They 


are confessions that some banks have made 
bad or illiquefiable loans to their own of- 
ficers. The publie’s feeling is that if such 
bad or illiquefiable loans have been made 
to an ordinary citizen, he would have ‘got- 
ten the works’ long ago, been sold out or 
required to obtain additional endorsement 
or collateralization which would have made 
his loan legitimately renewable. 

“The public suspects, with no small de- 
gree of reason, that many of these illique- 
fiable loans to officials go back to 1929 
speculation. . It is noteworthy, perhaps, 
that a hundred years ago American banks 
were required to publish the total of their 
loans to members of their official family 
and their corporations, and that Canadian 
banks are still required to report similar 
figures.” 
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Stating that the number of bank robberies 
has markedly declined since the passage of 
the Federal Bank Robbery Act, Dwight H. 
Green of Chicago, U. S. Attorney for North- 
ern Illinois, spoke in praise of Federal leg- 
islation against bank crime to the Illinois 
Bankers Association. The principal advan- 
tage of such legislation, he said, is that it 
deprives criminals of the expedient of es- 
caping justice by crossing state lines. 


State Legislation 


A bill to place private banks under control 
of the state banking department—part of 
an administration plan to reorganize Penn- 
sylvania’s banking system—passed the sen- 
ate and went to the governor. 
<a 
The governor of Michigan has signed bank- 
ing bills which provide that banks and cor- 
porations will not have to pay privilege or 
franchise taxes on capital stock owned by 
the United States or one of its agencies; 
that banks will not have to furnish security 
for deposits insured by the FDIC; that 
trust company receivers may obtain the re- 
turn of securities for the satisfaction of 
depositors or creditors; repeal of the act 
requiring banks to deposit a percentage of 
their net earnings with the state treasury; 
that banks can with the approval of the 
banking commissioners, have an extra five 
vears to retain real estate assets; that bank 
surpluses must equal the capital stock in- 
stead of 50 per cent. of it, and that tax 
collectors are not liable for funds lost in a 
properly designated depository. 
—o— 

All except 18 of the 213 national banks in 
Minnesota have signed agreements to pay 
ad valorem taxes on their stock on a 75 
per cent. basis for the next two years, the 
Minnesota State Tax Commission has an- 
nounced. In addition, 470 of 472 state 
banks have reported they will pay the levy. 
Since a Supreme Court decision in 1924, 
ruling Minnesota’s ad valorem tax on bank 
stocks illegal as applied to national bank 
shares, the banks have paid the tax by 
agreement. 


—©— 


The governor of New York State has 
signed: 

A bill amending the banking law by pro- 
viding every member of a savings and loan 
bank shall pay $100 instead of $1000 for 
each share of capital issued, all shares pre- 
viously issued at $1000 par value to be re- 
issued on the basis of 10 $100 shares for 
each $1000 share, clarifying method of 
withdrawal from bank and relative to man- 
ner of election of directors. 


Also a bill to prevent affiliation between 
banks and trust companies and corporations 
engaged primarily in the business of buy- 
ing, selling and negotiating securities. 

A bill providing for payment of interest 
by trust companies acting as fiduciaries on 
all sums of money of not than $100 
collected and received, limitation to time 
deposits being stricken out and rate being 
changed. 

A bill authorizing superintendent to pay 
liquidating dividends to the FDIC with re- 
spect to deposits insured by it and made 
available to depositors. 

A bill to permit a savings bank to invest 
in real estate such as shall be conveyed to 
it in satisfaction of debts provided con- 
sideration therefore does not maxi- 
mum amount of statutory costs for obtain- 
ing decree in an action for foreclosure of 
a first mortgage lien. 

—a— 
Utah’s new banking law, designed to make 
the state banking department self-support- 
ing, will become effective July 1. Under 
the provisions of the measure, banks and 
building and loan organizations will be as- 
annual their total 


less 


exceed 


sessed fees based on 
assets. 


--© ~ 


A decision has been handed down on the 
problem of the garnishment of the con- 
tents of a safe deposit box in Minnesota. 
This problem has been debated in many 
states. The Minnesota ruling states that 
garnishment of safe deposit boxes which 
have been leased from a bank cannot be 
legal if the garnishment is made through 
the bank. The bank, the ruling states, can 
not be served with garnishment where it is 
a lessor. This must be accomplished by 
action against the owner of the contents 
of the box rather than against the bailee of 
the box. This ruling contrasts with the 
law in some states which provides for the 
garnishment of the bailee on the grounds 
that he has possession of the safe deposit 
box and is the agent of the owner who is 
the defendant. 


— 
oS 


As the legislature of Pennsylvania has au- 
thorized the state banking department to 
examine affiliates of banking institutions 
when such examination is necessary to as- 
certain the condition of the parent institu- 
tion, the banking department will conduct 
a school for examiners this summer. All 
state bank examiners will be required to 
attend, and to pass detailed examinations on 
the present code, changes made at the last 
session, and new Federal banking legisla- 
tion. All senior officers of the banking de- 
partment will also be required to take the 
examinations. 
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Government Control 


That in the United States as elsewhere, 
“government ought to embark upon some 
form of control, as distinct from regulation 
over the economic order,” is the consensus 
of opinion expressed by the eight contribu- 
tors to a symposium on “Government Con- 
trol of the Economic Order,” published by 
the University of Minnesota Press. Benja- 
min E. Lippincott, assistant professor of 
political science at the University of Min- 
nesota, who edits the book, says, “The ques 
tion no longer seems to be 
extensive control is desirable, 
are to make effective the 
that is called for.” 

The type of control that has been exem- 
plified in the NRA is discussed by Gardiner 
C. Means and Gerhard Colm, two of the 
eontributors. Mr. Means declares that any 
exact distinction between politics and eco- 
nomics has become impossible during recent 
years, with governments taking over more 
and more of the duties and responsibilities 
that formerly belonged exclusively to indus 


whether 
but 
greater 


more 
how we 
control 


try. “Our problem,” he says, “is to create 
a pattern of organization that is neither 
capitalism nor socialism.” Emil Lederer, 


another contributor, writes, “It may be that 
western states will need to follow the ex- 
ample of Russia if they are to be saved 
from disintegration. Only the future will 
tell.” 


Honors to Bankers 


Ray Jacobs, vice-president of the Detroit 
Savings Bank, was recently elected presi- 
dent of the Players Club of Detroit. 

—@— 
The president of the National State Bank 
of Newark, N. J., W. Paul Stillman, has 
been elected president of the Newark Cham- 
ber of Commerce. : 

oe 
The vice-chairman for this year’s Commu- 
nity Chest Campaign of Hamilton, Ohio, is 
Joseph H. Warndorf, cashier of the Citizens 
Savings Bank & Trust Co. 


| 


James H. Penick, vice-president of the 
W. B. Worthen Co., Little Rock, Ark., is 
the new grand captain general of the Arkan- 


sas Grand Commandery of the Knights 
Templar. 

—® 
The new president of the Augusta, Ga., 


Rotary Club is Lee S. Trimble, vice-presi- 
dent and trust officer of the Georgia Rail- 
road Bank & Trust Co. He will be a dele- 
gate to the state convention at Macon, and 
to the international convention at Mexico 
City. 





Elmer T. Sloan, of the Peoples-Pittsburgh 
Trust Co., has been elected president of the 
Bond Club of Pittsburgh. 


—@— 


Joseph F. Meyer, president of the Houston 
National Bank at Houston, Tex., has been 
made president of the Houston Clearing 
House Association. 


fa 
—<— 


Dan C. McKinney, vice-president of the 
Federal Intermediate Credit Bank of Berke- 
ley, at Oakland, Cal., has been made see- 
retary-treasurer of the Statewide California 
Livestock Production Credit Association. 
—© 

The newly elected president of the Kalama 
zoo (Mich.) Chamber of Commerce is the 
president of the American National Bank 


of that city, Dunlap C. Clark. 


—@— 


President Roosevelt has appointed Julien 
H. Hill, president of the State-Planters 
Bank and Trust Company of Richmond, a 
member of his advisory committee on works 
allotment. Mr. Hill, who will be the rep- 
resentative of the A. B. A., will assume his 
position immediately. All of the members 
of this advisory board serve in an honorary 
capacity and the duty of the board will be 
to pass upon all applications for funds and 
then recommend to the President such ae 
tion as they may consider most advisable. 
Mr. Hill has always shouldered his full 
share of the work necessary to promote the 
development and the welfare of Virginia, 
Richmond and the South. He has been for 
years the treasurer of the Virginia State 
Chamber of Commerce and in 1931 served 
as its president. 


O— 

Charles F. Weed, vice-president of the First 
National Bank of Boston, has been elected 
to the board of trustees of Vermont Acad- 
emy at Saxtons River, Vt. 


© 


The Birmingham Civic Symphony Orchestra 
Association has re-elected as their president 
Charles F. Zukoski, Jr., vice-president and 
trust officer of the First National Bank at 
Birmingham, Ala. 


la 
—@ -- 


Harold A. Todd, of the 
National Bank, has been 
of the Milwaukee chapter, 
ciation of Cost Accountants. 


First Wisconsin 
elected treasurer 
National Asso 


Branches and Mergers 


The Lincoln Savings Bank of Brooklyn, 
N. Y., has opened a new Bay Ridge office 
at Fifth avenue and 75th street. The bank 
opened its first office sixty-nine years ago. 








the 


Consolidation of 
and the Albany County Savings Bank, both 
in Albany, N. Y., which is being negotiated, 
will make the new organization the second 
largest in the state. 


City Savings Bank, 


Assets will be approxi 
$55,000,000. 
—@— 
Negotiations for the sale of the American 
Trust Company of San Francisco to 
the Transamerica Corporation have been 
dropped. Representatives of the Atlas 
Corp. and the Transamerica Corporation 
were unable to come to agreement as to the 


mately more than 


cash value to be given the stock of the 
bank. 
— © — 


The Tempe National Bank is now a branch 
of the Phoenix National Bank at 
Ariz. 


Phoenix, 


—_~@)— 


The Northwest Morris Plan Co. and the 
Citizens Co. of Minnesota, both in Minne- 
apolis, have merged under the title of 
Citizens-Morris Plan Co., with total assets 
over $2,500,000. This makes the new com 
pany the largest industrial loan and thrift 


institution in the West, and one of the 
largest in the United States. 


Ideas 


R. E. Doan, director of public relations for 
the Denver National -Bank, Denver, Colo., 
is now authorizing a new column in “Lib- 
erty,” the national weekly magazine. In 
his column, headed “’Tisn’t So,” Mr. Doan 
explodes many popular opinions which 
people hold regarding the weather, health, 
science, animals, celebrities, ete. He also 
conducts a radio program, known as “The 
Truth Hunter.” 


ms 
—@— 


For the first time in twelve years the entire 
staff of officers and employes of the 
Wachovia Bank & Trust Co. of Winston- 
Salem, N. C., held a meeting together in a 
reunion program that included business and 
pleasure. Practically one hundred per cent. 
attendance was registered in the main lobby 
of the bank. This included the branches of 
the bank in the city, and those in Asheville, 


High Point, Raleigh, and Salisbury. The 
program included golf and tennis tourna- 
ments, visits to industrial plants, a noon 
luncheon for the entire organization, base- 
ball games, a barbecue and a danee. 

—(@)— 


The Lake View Trust & Savings Bank of 
Chicago, located in the seeond largest out- 
lving shopping district in that city, is the 
scene of greater activity than many a bank 
in the Loop. In facet, there are so many 
people coming into the bank that Joseph J. 
Budlong, the president, finally satisfied his 
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own euriosity by having counters put on the 
door. In seven consecutive business days a 
total of 39,975, or an average of over 5700 
daily, entered. In you wonder about 
this, a large part is induced by the check 
cashing service (for a fee). However, it is 
a big bank in its own right, with over 56,- 
000 customers as of December 31, last, com- 
prising 14,000 vault renters and 42,000 sav- 
ings and commercial. There were 7000 cus 
tomers added last year and deposits now 
are at an all-time high, overcoming all the 
depression decline, totaling over $13,000, 
000. Mr. Budlong that retail trade 
is slowly increasing in his district and that 
there is evidently an increasing demand for 
small 


case 


says 


homes. 

——=(@}——= 
The Spokane & Eastern Trust Co., Spokane, 
Wash., entertained 238 guests from its cor 
respondent banks at the Grand Coulee Dam 


site. Inspection of Mason City, a visit to 

the Grand Coulee Dam branch of the 

Spokane & Eastern and lunch in the big 

mess hall were among features of the trip. 
=) 


If your bank has branch offices, are they 
clearly designated on all material used by 
those branches? The “American Banker” 
has reported that they received recently an 


interesting complaint from a credit man. 
It referred to the branches of New York 
banks, which, he maintains, are not clearly 
enough designated. He has to cheek up on 


have an 


give as a 


whether people account with the 
bank they reference. He gets 
application after application where the cus 


tomer’s bank account is listed as such and 
such a bank’s Fifth Avenue braneh. The 
bank mentioned may have three branches 
on Fifth Avenue. Then commences the 


search for the customer’s name through the 


main office and its central file. 
Interest Rates 
Effective July 1, the rate on savings «« 


posits in Baltimore banks was reduced to 
2 per cent. on all balances in excess of $10, 
000, 13 per cent. on the second $10,000 and 
1 per cent. on the balance. 


Mutual savings 
banks in Baltimore 


have already redueed 


the rate on demand deposits to } per cent. 
a 
A reduction in the maximum rate of inter 


est which Wisconsin banks may pay on de 
posits, from 24 per cent. 
ordered by the state banking commission, 
to take effect July 1. The order is not ex 
pected to take effect on savings deposits, 
on which the prevailing rate is 14 per cent. 
This new state maximum is still above that 
in many neighboring states. 


to 2 per cent., was 
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In a letter to its depositors, the First Na- 
tional Bank of Englewood, Chicago, blames 
the financial policies of the Roosevelt Ad- 
ministration for the low earnings which 
necessitated a reduction of its interest on 
savings to 1 per cent. on July 1. 

—@© ~~ 
Banks of the Tampa, 
house association have reduced the interest 
on savings deposits to 2 per cent. 
pounded semi-annually, after July 1. 

—©— 
A firm believer in personal contact, the 
Poudre Valley National Bank, Fort Collins, 
Colo., is effecting a reduction in interest 
on balances above $2500 without resorting 
to public announcement. Until recently, 
the bank paid 2 per cent. on all savings and 
certificate of deposit balances. “We have 
1560 time and savings accounts,” Claude L. 
Stout, executive vice-president of the bank, 
explained. “But of that number only 69 
are affected by our ruling that no interest 
shall be paid on balances above $2500. Thus, 
as only approximately 44 per cent. of our 
accounts are affected by the move, we de- 
cided that instead of advertising this change 
in policy and, in that way, stirring up the 
remaining 1491 individuals, we would in- 
terview each of the 69 large accounts. So 
far as we have gone, these interviews have 
been successful. In general our customers 
appreciate our position. In order to obviate 
any possibility of misunderstanding we get 
each depositor to sign a waiver for all in- 
terest above the limit of $2500.” 

fe. 


—-@©— 


Florida, 


clearing 


com- 


Effective on October 1, the maximum rate 
of interest which may be paid by banking 
institutions chartered in New York, includ- 
ing savings banks, will be 2 per cent. an- 
nually, according to a ruling of tle state 
banking board. 


Public Education 


The present-day need for a program of 
public education, necessary for the pres- 
ervation of a sound and workable banking 
system, is being emphasized by the Ohio 
Bankers Association. In a current issue of 
the “Ohio Banker” an article says about 
this need: “Only those who know what 
they are talking about from constant con- 
tact with the stern realities of business and 
finance are fit to lead such a program of 
publie education. If they will give to the 
publie a clear explanation of some of the 
problems involved in banking and the mani- 
fold services banking offers, the public may 
not be so willing to listen to, and in some 
cases become infected by, the fanciful and 
distorted theories now worrying the air- 
waves.” 


“Business leaders in every community are 
vitally interested in safe and_ profitable 
banking. They know that banking probably 
touches more businesses in an intimate rela- 
tionship than any other business. They also 
know that unsound banking practises vitally 
affect business. Banks all over the country, 
in striving to put checking accounts on a 
proper basis, are asking no more than any 
other business asks. Business men in self- 
interest should aid the bank to educate the 
publie in the fundamentals of sound bank- 
ing and the reasonableness of service 
charges.” This opinion was expressed by 
E. S. Woolley, president of the E. S. 
Woolley Corp. of New York, before a joint 
luncheon of the Kiwanis, Lions and Rotary 
Clubs, in Easton, Pa. His speech was part 
of an educational program being carried on 
by the Easton-Philipsburg Clearing House 
Association in connection with the installa- 
tion of metered service charges following 
cost analysis of banks in that group. 


—@— 


“A bank cannot be run on the principle 
that the ‘customer is always right.’ Safe 
banking requires trained executives as well 
as directors who will face facets and act on 
facts. Social experiments in banking are 
costly. You have heard about bank loans 
made to cement friendships. It developed 
later that the loans were cemented and not 
the friendships. When we consider the 
misery caused by indolent, careless, conniv- 
ing, if not culpable, bankers in open and 
closed banks ... shall we say ‘go forth and 
sin no more,’ or shall we combine methods 
and machinery we have at hand to prevent 
such occurrences?” William Tonks, now an 
examiner for the RFC, gave this advice be- 
fore the National Association of Credit 
Men, in convention in Pittsburgh. 


Convention Connings 


New officers of the Tennessee Bankers As- 
sociation are president, ‘E. E. Murrey, 
vice-president Nashville Trust Co.; 
presidents, John F. Llewellyn, president 
Bank of Madisonville, George Neal Bass, 
cashier First National Bank of Decherd, 
George E. McDearmon, vice-president Mer- 
chants State Bank of Humboldt. 


—@)— 


An outspoken attack on Secretary of the 
Treasury Morgenthau’s recent declaration 
in favor of a government-owned and con- 
trolled central bank was made by R. 5%. 
Hecht, president of the A. B. A., before 
the Georgia Bankers convention. “Secretary 
Morgenthau’s statement came as a distinct 
shock to the banking and business interests 
of this country,” he declared. “If history 


vice- 
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teaches us anything, it is that it is almost 
certain that a central bank so owned would 
be run to meet the varying exigencies of 
the Government in 


power rather than to 
serve the commercial needs of the country.” 
—@— 


The new president of the Kansas Bankers 
Association is H. A. Bryant, president of 
the Parsons Commercial Bank at Parsons. 
—@— 
A. L. Lathrop, vice-president of the 
Union Bank & Trust Co. of Los Angeles, 
has been elected president of the California 
Bankers Association. 
a 
M. L. Stockton, the president of the First 
National Bank at McAlester, has been 
elected president of the Oklahoma Bankers 
Association. 


—©— 


State Senator S. A. Jones, president of the 
Citizens Bank of Clovis, was named _ presi- 


dent of the New Mexico Bankers Associa- 
tion. 
ee 


A. N. Sicard, president of the First Na- 
tional Bank of Fort Smith, is the newly 
elected president of the Arkansas Bankers 
Association, 


-@)— 
iO, 


The following appointments in the A. B. A. 
have recently been made by President R. 8S. 
Hecht: Harry J. Haas, vice-president First 
National Bank, Philadelphia, has been ap- 
pointed a member of the Foundation Trus- 
tees, to fill the vacancy caused by the death 
of John H. Puelicher; Frederick R. Beh- 
rends, vice-president California Trust Co., 
Los Angeles, to membership on the bank- 
ing code committee to succeed the late 
R. M. J. G. McClintock, president 
Merchants Bank, Rugby, North Dakota, has 
been appointed state vice-president of the 
state bank division for the term expiring 
at the opening of the New Orleans conven- 
tion, to succeed C. E. Cunningham. 

The New Jersey Bankers Association now 
has a membership of 547 banking institu- 
tions with their branches, or 95 per cent. 
of all the banks in the state, it was reported 
by John P. Dailey, chairman of the mem- 
bership committee. Mr. Dailey is cashier 
of the First National Bank of Belleville. 

— 


Sims. 


Fred F. Florence, president of the Republic 
National Bank & Trust Co., Dallas, Tex., 
was elected president of the Texas Bankers 
Association, at its annual convention in 
Galveston. 


—e- 


“T plead for the support of the idea that 
business awaits the stabilization of our 


monetary system before it can be expected 
reasonably to return to normalcy. The 
bankers and their depositors—the publice— 
must come to grips with the questions 
raised by current thinking in Congress in 
connection with political and economic 
matters. Business is following a troubled 
course and we must fight for sound and 
constructive action in Congress in the hope 
of bringing about a more stable economic 
condition from which business may go for- 
ward.” Leslie G. McDouall, trust officer of 
the Fidelity Union Trust Co., of Newark, 
the recently elected president of the New 
Jersey. Bankers Association, gave expression 


to these ideas in his address before the 
convention. 

= 
George C. Fullinweider, president of the 


National Bank of Huron, was elected presi- 
dent of the South Dakota Bankers 
ciation. 


Asso- 
= 


The leadership of President Roosevelt and 
Governor Eccles was praised at the annual 
banquet of the New Jersey Bankers Asso- 
ciation, by Dr. William Trufant Foster, 
noted Boston economist. “To abandon the 
Roosevelt-Eccles obedience to statistical 
stop-and-go signals in favor of the Lenin- 
Trotsky - Patman - Long-Coughlin-American 
Legion drunken joyriding is to land in the 
ditch. Printing press inflation is now 
improbable. We have been saved from that 
kind of industrial suicide by one man. . 
Although printing inflation is not 
probable, bank credit inflation is probable. 
We are now headed for an era of prosper- 
ity that will surpass all others. The 
Federal Reserve System, as it stands today, 
will not prevent the next depression. Pre- 
vention can be achieved, if at all, only by 
collective control of our monetary resources. 
That, whether we fix it or not, means Fed- 
eral control. In the 1927-1929 era, we had 
no control. Our only hope in the present 
era is the Roosevelt-Eecles type of leader- 
ship. Our ultimate hope of preventing in- 
flation is a Federal board of control, as ef- 
fectively removed from partisan political 
influence as is the Supreme Court.” 


press 


~ 
—@— 


The Washington Bankers Association, in 
convention, elected Warren M. Jenkins, vice- 
president of the Everett Trust & Savings 
Rank at Everett, as their new president. 


(a> 


Changes in the dates for its forty-third an- 
nual convention in Cincinnati is reported by 


the United States Building and Loan 
League. New dates, as given out by I. 
Friedlander, president of the league, are 


November 13, 14 and 15, exactly one week 
later than those formerly set. The attend 
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ance of 2000 representatives of the build- 
ing and Joan industry at the convention 
will be augmented by many members of 
the Society of Residential Appraisers hold 
ing their convention simultaneously and by 
a group of visitors which is expeeted to in- 
clude some of the English building society 
leaders. 


The officers of the Iowa Bankers Associa- 
tion recently elected are: President, M. W. 
Ellis, president of the First Security Bank 
& Trust Co. of Charles City; vice-president, 
George C. Swiler, president of the Burling- 
ton Savings Bank of Burlington; treasurer, 
N. P. Black, cashier of the Perry State 
Bank of Perry. 


= 


The thirteenth Regional Trust Conference 
of the Pacific Coast and Rocky Mountain 
States will be held at Los Angeles, Califor- 
nia, on October 31 and November 1. The 
conference region embraces the states of: 
Arizona, California, Colorado, Idaho, Mon- 
tana, Nevada, New Mexico, Oregon, Utah, 
Washington and Wyoming. 
pe ES 

The “American Banker” coined a new 
phrase during the past month. They wrote: 
“Considering that the president of the 
A. B. A. for the past year has been com- 
muting, mostly by air, between Washing- 
ton and New York and his home in New 
Orleans, in his effort to convince Congress 
of the dangers of Title II, and is still get- 
ting in a few visits to state bankers’ con- 
ventions, a new spelling is given to the 
phrase ‘a Hechtic life.’ ” 


la 
—(e)— 


William N. Johnson, vice-president of the 
Northwestern National Bank & Trust Co. 
of Minneapolis, has been elected president 
of the Minnesota Bankers Association. 


—o 


The Wyoming Bankers Association has 
elected Ray F. Bower, vice-president of the 
Farmers State Bank at Worland, as their 
new president. 


Advancements 


Herbert A. Kenan has elected vice- 
president in charge of trusts of the Potter 
Title & Trust Co. of Pittsburgh. He has 
been associated with the bank for eighteen 
years, and is a member of the bar, having 
specialized in trust procedure. 
—~@)-- 

Leslie J. Curry has been appointed a rep- 
resentative of the Mereantile-Commerce 
Sank & Trust Co. at St. Louis, Mo., in its 
correspondent bank department. He has 
had broad experience in the field of rural 
credits. 


been 


Stanley R. Sovexel is the newly named presi- 
dent of the Montelair Savings Bank at 
Montelair, N. J. He was advanced from 
vice-president and treasurer. 
a 

As first vice-president of the Union Trust 
Co. at Pittsburgh, a position newly created 
by the board of directors as constituting 
full executive responsibility equivalent to 
the presidency, Clarance Stanley becomes 
one of the youngest heads of the country’s 
big banks. He is only 38 years of age. The 
bank has been without a president since the 
death of H. C. McEldowney several months 
ago. Mr. Stanley was formerly one of the 


vice-presidents. 


—@©— 


Daniel T. Rowe, who has served as secretary 
of the Kings Highway Savings Bank of 
Brooklyn, has been elected first vice-presi- 


dent. 
—@©— 


W. P. Welker hus been elected trust officer 
of the Wheeling Dollar Savings & Trust Co. 
at Wheeling, W. Va., succeeding R. H. Me- 
Kee, who has been advanced to vice-presi- 
dent. 

—@® -_ 
New appointments by the Citizens National 
Trust & Savings Bank of Los Angeles, name 
H. W. Brown, manager at the main Holly- 
wood office; W. L. Rodman, manager at the 
Second and Western branch; S. J. Hope- 
well, manager at Western avenue and 54th 
street; and H. M. Bieber, manager at Ver- 
mont avenue and 62nd place. R. A. Britt, 
junior vice-president, goes to the head of- 
fice. The changes have been made as the 
result of gains in activity throughout the 
system. 

=e 


Promotions of four members of the staff of 
the corporate trust department of The 
Cleveland Trust Company were announced 
recently. A. J. Perfler and Henry Pirtle 
were advanced to trust officers and George 
C. Stewart and John A. Sheetz were elected 
assistant trust officers. 


fe) 


—@— 


Samuel C. Lattimore, formeriy chief ap 
praiser for the Federal Land Bank at Co 
lumbia, S. C., is to be vice-president of the 
bank. Mr. Lattimore, who is owner of a 
farm, started with the Federal Land Bank 
as part-time appraiser and rose in the ranks 
owing to his intimate knowledge of farm 
values, until he became chief appraiser. 
—o— 

Appointment of C. Kenneth Hobson as as- 
sistant cashier of the Publie National Bank 
& Trust Co. of New York City was made 


on June 1, 
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R. W. McLemore, Jr., has been elected vice- 
president in charge of the loan department 
of the Federal Land Bank at Louisville, Ky. 


—.e- 


E, W. Smith has been advanced from man- 
ager of the savings department to assistant 
eashier of the American National Bank of 
Nashville, Tenn. 


Recovery Write-Ups 


Arthur J. Morris, president of the Morris 
Plan Bank of New York, just before sailing 
for Europe, urged support of the funda 
mental principles of the NRA, and an- 
nounced a pending salary increase for the 
three hundred employes of the bank. Two 
increases have been granted within fifteen 
months. 
—()— 


California’s gain in the dollar volume of re- 
tail sales in May almost double the 
percentage increase shown by the nation as 
a whole, according to the Bank of America 
business review. With ten California cities 
showing gains exceeding 100 per cent. in 
huilding permits, the state experienced an 
aggregate gain of 175.1 per cent. in April 
over the like month last year. Employ- 
ment in the California manufacturing in- 
dustries in April was 6 per cent. ahead of 
the corresponding month last year, while 
the total amount of weekly payrolls showed 
14.1 per cent. 


was 


the encouraging gain of 
fa. 


during 
General 


Farm real estate values increased 
the year ended Mareh 1, 1935. 
improvement the country over is attributed 
to inereased farm ‘income, the continuation 
of relieved credit conditions, reduced taxes 
on some land, and lessened pressure of 
forced liquidation. 
© 


Harvey D. Gibson, president of Manufac- 
turers Trust Co., announced that no changes 
would be made in the standards for salaries 
and working hours established under the 
NRA code and that the increase in the size 
of the staff made necessary by the introdue- 
tion of the will fully main- 
tained. Over 2600 people are employed at 
the 56 offices of the bank in Manhattan, 
3rooklyn, Bronx and Queens. 
=a 

Expiration of the last of Michigan’s emer 
gency state banking laws, promulgated af- 
ter the bank holidays in 1933, brought forth 
the statement by Rudolph E. Reichert, state 
banking commissioner for over ten years, 
that “Michigan financial institutions are in 
the strongest financial condition since I 
have been in office.” Since the holiday, he 
stated, 195 banks have been reorganized in 


code also be 


A Scientific 
Banking System 


By Newron D. ALLInG 


Past President, American Institute of Banking 


— 


HE author of this new thought- 

provoking pamphlet believes 
that this country will never have 
an efficient banking system until it 
is recognized that **banking”™ and 
‘*financing”’ are two entirely sepa- 
rate functions. The remedy is to 
to take the investment business 
from the banking business. In this 
monograph he explains exactly how 
his plan would operate. 


Price 50c 


— 


Bankers Publishing Company 
465 Main Street 
Cambridge, Mass. 


Michigan. Of that number, only six are 


operating under restricted deposits. 
—\(® 

“The demand for farms is the best the Land 
Bank has ever experienced, and 
$10 to $20 an aere higher than a year ago, 
indicating the renewed faith in better 
times,” says George S. Gordhamer, executive 
vice-president of the Federal Land Bank 
at St. Paul, Minn. So far this year there 
has been a 43.7 per cent. increase in the 
call for farms. 


prices are 


Changes 


John Prentiss Poe has been named assistant 
to the president of the First National Bank 
of Princeton, N. J. 

—@o— 
Robert D. Mathias has been chosen to sue- 


ceed the late Frank R. Wilson, as vice- 
president of the Old National Bank at 
Evansville, Ind. He has resigned as ex 
ecutive vice-president of the First National 
sank at Elkhart. 
—@&- 

James P. Warburg, vice-chairman of the 
Bank of Manhattan Company, New York, 
has resigned from that position, saying 








that the bank did not require his services, 
and could be relieved of his salary. He 
remains as a member of the board. Mr. 
Warburg had been giving much of his time 
to government service and activities of a 
semi-public nature. 


Agency Aids 


James L. Dilley, formerly advertising man- 
ager of the Central Manufacturing District 
3Zank of Chicago and advertising counsel 
to various banks in Chicago and Milwaukee, 
is president of a new advertising agency 
that will operate under the name of James 
L. Dilley, Inc. The new ageney is located 
in Indianapolis and will assist bankers di- 
rectly and by mail in every line of bank 
advertising. 

—@— 
A new and specialized organization to rep- 
resent firms, individuals, corporations and 
municipalities in Washington, D. C., has 
been formed by John J. Dutel. This firm 
under his name will represent clients before 
the Board of Tax Appeals, the Securities 
Exchange Commission and in other specified 
capacities. In 1930 Mr. Dutel organized the 
Florida Bank and Trust Company in West 
Palm Beach, Fla., and was president until 
his resignation in May, 1935, for the pur- 
pose of organizing his present firm. 

ee 
John C. Clark, vice-president and director 
of the Marine Midland Trust Co., at Bing- 
hamton, N. Y., has associated with William 
P. Jacobs and others in the formation of a 
new advertising agency, Clark-Jacobs, Inc., 
New York City. Mr. Clark is president of 
the new concern. 


—(@e— 
@ 


The advertising firm of MacGregor and 
Woodrow have moved to newer and larger 
quarters in the Albano Building at 305 
East 46th street, New York City. 


Anniversaries 


J. A. Fite, active vice-president of the See- 
ond National Bank of Houston, Texas, has 
just celebrated his twenty-fifth anniversary 
of service with that institution. 

—6—~ 
The eightieth anniversary of the Hacketts- 
town National Bank, in Hackettstown, N. J., 
is being celebrated this year. 

—o— 
The National City Bank of Cleveland is 
celebrating its 90th anniversary, having 
been established when the city was only 
nine years old. The bank has earried safely 
through nine decades with an unbroken 
record of service every banking day of its 
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There 


Union when the National City Bank opened 


existence. were 27 states in the 
its doors May 17, 1845. 
ern part 


Most of the west- 
of the country was Mexican ter- 


ritory. <A folder presented by the bank 
gives interesting data and a list of im- 
portant dates. The National City Bank 


today has resources of $115,000,000. Lewis 
B. Williams is chairman of the board and 
Sidney B. Congdon is president. 
sa 

On June 23, C. G. Buckingham, president 
and chairman of the National State Bank 
of Boulder, Colo., became ninety years old. 
Last April the bank marked its sixty-first 
anniversary, and as Mr. Buckingham has 
always been president of the bank, other 
officers of the institution feel that he has 
established a record. 


A three-months’ vacation has been given 
by the Philadelphia National Bank to Er- 
nest Choate of the bookkeeping department, 
in honor of his long and faithful record of 
fifty years of service with the bank. 


New Products 


Lines of continuous light are made possible 
in banking interiors with a new Lumiline 
lamp and Lumiline LightStrip. These lights 
make colorful luminous patterns to orna- 
ment ceilings and walls of modernized or 
newly designed interiors. They achieve at- 
mosphere in the bank, as well as make the 
lighting pleasant for the customers while 
transacting business. 


Directorates 


The Equitable Trust Co. of Wilmington, 
Delaware, has added three new names to 
their board of directors: H. Fletcher Brown, 
Crawford H. Greenewalt, and Ralph Hayes. 
—@©— 
William H. English, Jr., has been elected 
to the board of the Lawyers County Trust 
Co., New York City. His father was a 
director from the day of its organization 


until his death. 

-—o— 
The board of directors of the Western Bank 
& Trust Co. of Cincinnati have elected 
Robert F. Muhlhauser, also to succeed his 
father who had served the bank over twenty- 


five years. 

-—o— 
William A. Hover, chairman of the board 
and founder of the United States National 
Bank at Denver, Colo., retired from the 
bank’s official family, in May, to live in 
Long Beach, Cal. From the bank’s found- 
ing in 1904 until 1908, Mr. Hover was its 
president, and since then has been chairman 





IN THE MONTH’S NEWS 


of its board. He will be sueceeded in the 
chairmanship by Orville H. Dines, formerly 
vice-chairman. 

=—- 


A. N. Bergfeld, assistant cashier of the 
Jefferson Bank & Trust Co. at St. Louis, 
Mo., has been elected a direetor of the in- 
stitution. 


A.l. B. 


The winners of the national public speaking 
contest of the American Institute of Bank- 
ing at Omaha, Neb., for prizes provided by 
the A. P. Giannini Foundation were Eliza- 
beth Langford of Atlanta, Georgia; James 
Dodd of Richmond, Virginia; Philip Spar- 
ling of Chicago, Illinois; J. Ewart of Ta- 
coma, Washington. This contest held every 
year at the convention of the A. I. B. is the 
final contest in a series of sectional meet- 
ings for the purpose of selecting the best 
public speakers among the bank personnel 
of the country. In order to encourage the 
study of public speaking, A. P. Giannini 
several years ago endowed a fund to pro- 
vide annual prizes for winning contestants 
in a nationwide public speaking contest. 

—© — 
The bowling trophy given by Henry M. 
Robinson, chairman of the board Security 
National Bank of Los Angeles, was awarded 
to the Cleveland chapter of the A. I. B. As 
this is the third consecutive time the Cleve- 
land team has won this trophy, it becomes 
the permanent possession of the Cleveland 
team. = 

— OF — 
Maynard W. E. Park, assistant cashier Fed- 
eral Reserve Bank, Kansas City, Mo., was 
elected president of the American Institute 
of Banking section of the A. B. A., at the 
closing session of its thirty-third annual 
convention held in Omaha, Neb. Henry 
Verdelin of the First Service Corporation of 
Minneapolis was elected vice-president. The 
following were elected members of the ex 
ecutive council for three years: J. LeRoy 
Dart, Florida National Bank, Jacksonville; 
Adolph Lodmell, Security National Bank & 
Trust Company, Sioux Falls, South Dakota; 
Felix Montano, Hartford-Connecticut Trust 
Company, Hartford; Randolph Winfred 
Nuckols, First & Merchants National Bank, 
Riehmond, Virginia. Seattle, Washington, 
was chosen as the convention city for 1936. 

—~@— 
Russell C. Lemmon, of the Los Angeles 
chapter, editor of the “Southern California 
Banker,” was awarded the prize for the 
best chapter publication issued by a chap 
ter of the A. I. B., having a membership 
of 300 or more for the year 1934-35. Robert 
F. Roeber, of Elizabeth chapter, editor of 


Bank Buildings 


20 year’s experience in designing bank 
buildings qualify us to modernize your 
present quarters—or design new ones— 
in a satisfactory, economical manner. 
Our survey may save you money. 


CHAS. A. HOLMES 


formerly of 


HOLMES & WINSLOW 
153 E. 38th Street - New York 


“Profit and Loss,” was awarded the prize 
for the best chapter publication issued by 
a chapter having a membership of 
than 300. 


less 


a 
—~@)— 


Only thinking in terms of ultimate 
mon good can save the world from 
sion, Dr. Edward A. Steiner of 
College told members of the St. 
chapter of the A. I. 
ner, 
dent, 


com 
confu- 
Grinnell 
Paul, Minn., 
B. at their annual din 
John M. Kane, newly elected presi 
was inducted into 

—o— 
Edward W. Daley has been elected presi 
dent of the Utiea, N. Y., 
& &. 


office. 


chapter of the 


© 


The new officers of the New York City 


chapter of the A. I. B. assumed duties on 
June 1. They are William A. Ten Eick, 
assistant cashier of the Chase National 
Bank as president; Leroy §S. Clark, of the 
Marine Midland Trust Co., first vice-presi- 
dent; J. Stanley Brown, of the Chemical 
Bank & Trust Co. as second vice-president ; 
Harry C. Burgess, of the Bowery Savings 
Bank as treasurer; J. Martin Telleen, sec- 
retary; and Mark J. Cook, of the National 
City Bank, as chief consul. 

-~©- 
The president of the Old Kent Bank of 
Grand Rapids, Mich., Walter Higby, has 
been chosen president of the Grand Rapids 
chapter of the A. I. B. 

i 
Carlisle R. Whitlock, secretary and assistant 
trust officer of the Trenton Trust Co., was 
elected president of the Trenton, N. J.., 
chapter. 

—© 
The new president 
chapter of the A. I. 


Dividends 


The Guaranty Trust Company of New York 
declared a quarterly dividend of three per 
cent. for the quarter ending June 30, pay- 
able on July 1. 


of the Oklahoma 
B. is Jake Surak. 


City 
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lariquagi y PERSONAL 
BERLITZ INSTRUCTION 


You can’t help learning languages the 
Berlitz Way—a Method scientifically 
designed to give you easy, fluent speech 
and authentic native accent in French, 
Spanish, German, Italian, Russian, or 
whatever language you choose. 


Small groups, to meet day or evening, 
now forming. Write, call in person, or 
phone “Secretary of Admissions,” for 


FREE BOOKLET and arrange for your 
FREE TRIAL LESSON 


SCHOOL OF 
BERLIT Ztancuaces 
30 West 34th Street, New York PEnn 6-1188 


3ROOKLYN......1 De Kalb Ave., Triangle 5-2123 
BALTIMORE 925 N. Charles St. 
Boston sad ....140 Newbury St. 
CHICAGO...... 30 North Michigan Ave. 
CLEVELAND 1449 Leader Bldg. 
DETROIT .. 820 David Whitney Bldg. 
PHILADELPHIA Elrae Bldg., 226 S. 15th St. 
WASHINGTON 1115 Connecticut Ave. 
HAvANa... ..Prado 62, altos 


and in every leading city of the world 


“‘Language Teachers of the 
World for Fifty-six Years”’ 


The regular quarterly dividend of 20 cents 
per share, payable July 1, was declared by 
the Continental Bank & Trust Co. of New 
York. 


(fa 
OO, 


The Marine Midland Trust Co., New York, 
has declared the regular extra dividend of 
15 cents per share, along with the quarterly 
dividend of 374 cents per share. 

The directors of the State Street Trust 
Company of Boston have declared the regu- 
lar quarterly dividend of $2 a share payable 
July 1. 

o— 

The Northern Trust Co. of Chicago de- 
clared the regular quarterly dividend of 44 
per cent. payable July 1. This maintains 
the regular annual dividend rate of 18 per 
eent., which has been in effect for many 


years. 
—o— 
The regular quarterly dividend of $2.00 per 
share, payable July 1, was declared by the 
Commercial National Bank & Trust Co. of 
New York. 
=a 
The Commercial Trust Co. of New Jersey 
in Jersey City, N. J., declared a regular 


quarterly dividend of 3 per cent. payable 
July 1. This is the 116th consecutive divi- 
dend paid by the institution. 

a 
The Fulton Trust Co. of New York declared 
the regular quarterly dividend of $3.00 per 
share, payable July 1. 

—o— 
The First National Bank of Jersey City, 
N. J., paid its 195th consecutive dividend 
June 29—#1 per share. 


© : 
The Brooklyn Trust Co., Brooklyn, N. Y., 
declared the regular semi-annual dividend 
of $2.00 per share, payable July 1. 


Deaths 


Major Frederick de Figaniere, trust officer 
of the Lafayette National Bank of 
lyn, N. Y., at 62. 

S. C. Kimble, vice-president of the First 
Camden National Bank & Trust Co. of Cam- 
den, N. J., at 50. 
John Matthews, Jr., 
of the Chase National 
City, at 50, 

Henry Hoppe, vice-president of the Western 
Bank & Trust Co. of Cincinnati, at 70. 
Walter H. Morse, president of the City Na- 
tional Bank of Binghamton, N. Y., at 65. 
Edward M. Kennedy, president of the 
Kalamazoo Industrial Bank of Kalamazoo, 
Mich. 


Brook- 


vice-president 


York 


second 
Bank of New 


—@— 
BANKERS’ CONVENTIONS 


STATE 
July 19-20—Montana Bankers 
Glacier Park. 
July 22-23 


Association, 

22-23—Idaho Bankers’ Association, 
Yellowstone National Park. 

Sept. 26-27—-Savings Banks Association of 
the State of New York, Buffalo. 

GENERAL 

9-11—F inancial 

City. 
Bankers Association, Mi- 


Sept. Aclvertisers Associa- 
tion, Atlantic 
Oct. 3-4—Florida 
ami, Florida. 
Oct. 7-9—Morris Plan Bankers Association, 

Cavalier Hotel, Virginia Beach, Va. 

Oct. 26-30—Investment Bankers Association, 
White Sulphur Springs, W. Va. 

Oct. 31-Nov. 1—Thirteenth Regional Trust 
Conference of Pacifie Coast and Rocky 
Mountain States, Los Angeles. 

Noy. 11-14—Ameriean Bankers Association, 
Roosevelt Hotel, New Orleans, La. 

Nov. 13-15—United States Building & Loan 
League, Cincinnati. 

Nov. 22-23—Mortgage Bankers 
of America, French Lick, Ind. 


Association 





INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


The Investment Market 


THAT the securities market will be both 
directly and indirectly affected by- the 
recent decision of the United States 
Supreme Court upsetting many im- 
portant provisions of the National 
Recovery Act seems a certainty. Di 
rect effects may result should other 
statutes, like the Securities Exchange 
Act, the Tennessee Valley Authority, 
and the pending Utilities Act, be found 
in conflict with the Supreme Court's 
ruling. The indirect effects of the de- 
cision will arise from the course of busi- 
ness under the altered conditions. As 
to the latter, opinions are conflicting. 
Many leaders in finance and industry 
regard the decision as a charter of lib- 
erty relieving trade and industry ‘of 
serious restraints, and that now business 
will be able to proceed with greater cer- 
tainty. But complete assent to this view 
is lacking, and by no inconsiderable 
numbers the belief is entertained that 
the result of the decision will be to in- 
troduce a fresh element of confusion 
into the conduct of business affairs. 
Temporarily, at least, the virtual up- 
setting of the NRA has caused a con- 
siderable degree of uncertainty to pre- 
vail as to the cutting of prices, reduc- 
tion of wages, longer hours, etc.; but 
many of the leading industrial concerns 
have declared their opposition to such 
measures, and insist on their intention 
substantially to observe the regulations 
prescribed by the respective codes. 

The stock market seems to have re- 
garded the decision in a favorable light, 
since prices of most shares turned 
sharply upward following the Supreme 
Court’s ruling. High-grade bonds are 
in growing demand, and at prices yield- 
ing a very low return. This tendency, 
of course, is not necessarily related to 
the decision in the NRA case, but has 


followed the long-continued plethora of 
investment funds and the decline in in- 
terest rates. A strong demand for tax 
exempts, in the face of a comparatively 
short supply of such securities, has also 
been a factor. Naturally, both the Fed- 
eral Government and many corporations 
are taking advantage of the situation by 
refunding their obligations at lower 
rates of interest. 


U.S.as an Investor 


Few people, perhaps, think of the United 
States Government as an investor. They 
would be surprised, no doubt, to learn 
how heavily Uncle Sam has become in- 
volved as an investor in both foreign 
and domestic quarters. 

On January 1 of the present year the 
United States Government owned for- 
eign securities whose total principal was 
$11,155,786,652.80. This sum repre- 
sented the foreign debts embraced in the 
debt-funding agreements or moratorium 
agreements authorized by acts of Con- 
gress. Additional to this there was 
$204,851,113.64 of unfunded foreign 
debt, and also German bonds of a total 
of $654,354,250. The grand total of 
foreign securities, or debts of other kind, 
was $12,014,992,016.44. With a very 


E. S. Woolley 
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BANK ACCOUNTANTS 


70 Wall Street - New York 
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few exceptions, no payments on these 
“securities owned by the United States 
Government” are being made, either on 
principal or interest. Prospects for im- 
mediate payments are far from hopeful. 

But the United States also owns over 
$5,000,000,000 of domestic securities 
issued principally to combat the depres- 
sion. These securities represent numer- 
ous corporations whose capital has been 
furnished in part or in whole by the 
Government. The capital stock sub- 
scriptions foot up $4,663,265,654.84, 
and there are other obligations amount- 
ing to $711,160,580.14. Such domestic 
commitments aggregate $5,374,426,- 
234.98, and this does not include $3,- 
302,975.29 due the United States from 
the Central Branch of the Union Pacific 
Railroad, evidently in a suspense account. 
Exclusive of this item, the total of se- 
curities of all classes owned by the 
United States Government on January 
1, 1935, was $17,473,135,948.73. 

Thus it will be seen that the United 
States Government is to be classed as 
a very heavy investor. Time alone can 
determine how wisely these investments 
have been made, but it is safe to venture 
the opinion that when the accounts are 
finally made up, the losses will not all 
be found among those securities classi- 
fied as “foreign.” 


Capital Flotations 


IN its issue of June 8 the Financial 
Chronicle thus reviews new capital flota- 
tions in the United States for the month 
of May: 

The grand total of new capital flota- 
tions in this country during the month 
of May reached no less than‘ $470,849,- 
568, represented by $126,760,000 of 
corporate securities, '$76,695;868 state 
and municipal issues, an offering of $22,- 
000,000 Federal Intermediate Credit 
banks 11/4, per cent. debentures, and an 
issue of $245,393,700 Home Owners’ 
Loan Corporation 11/4, per cent. series 
F bonds. The latter issue, all of which 
comprised refunding, helped to swell 


the May figure of total financing, leav- 
ing it only $32,298,825 less than the 
grand total of $503,148,393 reported 
for April which, as mentioned in our 
article for that month, had established 
a new high monthly record since April, 
1931. The grand total recorded for the 
latter month was $591,410,493. Re- 
funding operations continued to pre- 
dominate during May, as we find no less 
than $384,454,707 out of the grand total 
of $470,849,568 comprised refunding, 
with only $86,394,861 representing 
strictly new capital. Our compilation, 
as always, includes the stock, bond and 
note issues by corporations, by holding, 
investment and trading companies, and 
by states and municipalities, foreign and 
domestic, as well as farm loan and pub- 
licly offered governmental agency issues. 

United States Government financing 
was along the usual lines during May 
except that an innovation was intro- 
duced in connection with the sale of 
$98,779,000 3 per cent. bonds due 
1946-48, the novel feature being that 
the bonds were offered for sale to the 
highest bidders at not less than par and 
accrued interest. There were also three 
single offerings and two double offerings 
of treasury bills announced during the 
month, all of which were, as usual, on 
a discount basis. 


“Making Money” 


To avoid losses of principal and to make 
secondary for the time being the prob- 
lem of income and profit should be the 
policy of investors under present condi- 
tions, according to a pamphlet, “This 
Business of Making Money Through In- 
vestment,” issued by Proctor James & 
Co., Inc., investment managers, 14 Wall 
street, New York. 

In view of the bewildering changes 
taking place, capital can be preserved 
and increased, the pamphlet states, “only 
by well-timed shiftings of capital hold- 
ings into positions where they will be 
most benefited by developments as re- 
vealed by continuous investigation in 
many fields.” 





Government Fiscal Policies 


Spending as an Instrument of Recovery Decried by Former 
Director of Budget 


By Lewis W. DoucLas 


AY I say at the very beginning 

that I am not here as an expert 

—I am not here as a person 
who claims to have a full knowledge of 
the effects and ramifications of ‘certain 
governmental policies—I am here simply 
as a person who has a deep conviction 
and who is willing to stand by that con- 
viction. 

Now I don’t propose today to speak 
of the ill-fated efforts of 1930 and 1931 
to prevent deflation, except to say that 
it is as futile to expect that man can 
avoid paying the penalty for economic 
excesses, as it is for him to expect to 
wake up in the morning with a clear 
head after a bad night before. And I 
don’t propose to speak of the efforts 
to cure the evils of a managed currency 
by making it more managed—and I 
don’t propose to speak of the efforts to 
cure the evils of a politically controlled 
banking system by increasing the politi- 
cal control of it—and I don’t propose to 
speak of the efforts to cure the evils of 
the use of bank credit for capital and 
speculative purposes by and large to the 
extent to which bank credit can be used 
for those purposes—and I don’t propose 
to speak of the efforts to cure the evils 
of inflation with more inflation—and 
don’t forget that we had an inflation 
from °27 through to °29, and that it 
was that inflation which has intensified 
the present depression—and I don’t pro- 
pose to speak of the efforts to cure the 
evils of embargo tariffs with more tariffs 
effected as a result of :an act of devalua- 
tion of the currency—and I don’t pro- 
pose to speak of the inconsistency of 
the industrialists who in one breath de- 
mand higher tariffs and in the next de- 
mand a sound currency, except to say 
that one defeats the other—and I don’t 


propose to speak of the inconsistencies 
of the industrialists who object to regi- 
mentation and planned economy in one 
breath and in the. next demand higher 
tariffs, for the one makes the other in- 
evitable,—and I don’t propose to speak 
of the prevalent philosophy that we can 
become wealthier by producing less, ex- 
cept to say, that if we can become 
wealthier by producing less, then we 


“More than 75 per cent. of the 
government obligations have gone 
into the commercial banks. They 
have not been purchased by savings; 
they have not been purchased by 
reservations from past production; 
they have been sold to banks in con- 
sideration for bookkeeping credit,” 
claims Lewis Douglas, speaking be- 
fore the Bond Men’s Club of 
Chicago on June 4. Mr. Douglas’ 
address is of particular interest as 
he was formerly Director of the 
Budget, under the present Admin- 
istration. 


ought to become fabulously rich by pro- 
ducing nothing at all;—and I don’t pro- 
pose to speak of the consequences of 
vesting in Washington complete power 
and control over our every act, indus’. 
trial, commercial, banking and agricul- 
tural, except to say that: it is in effect 
a planned economy; and that, if it 1s 
not socialism, the mere confusion which 
it creates must drive us inevitably into 
it. 

And I don’t propose to speak of the 
effects of socialism or of a collectivism, 
except to say it must rest upon auto- 
cratic state power, and that it must de- 
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press the standard of living; and except 
to ask the question as to whether or 
not, before we have such a system im- 
posed upon us, or acquiesce in its im- 
position, it is proper, it is wise to yield 
and to concede its imposition without 
first measuring the benefits which have 
accrued under the old American tradi- 
tion and without first attempting to re- 
move some of the things which have 
brought us to our present state. 


STICK TO CONVICTIONS 


But I do propose to speak, if I may, 
of the fiscal policy. And here, may I 
say that I am somewhat embarrassed, 
because people constantly are either say- 
ing or writing, “Please be optimistic; 
don’t be pessimistic.” And that reminds 
me of the period 1927 to 1929, when 
I was particularly impressed with the 
ability of mankind to lose his sense of 
proportion. 

I have only to remind you that in 
1927 there was a very large group in 
the United States which held that the 
stock market was too high and that it 
had to fall; and to remind you that by 
1928 that group had dwindled in size; 
and to remind you further that by 1929 
we had all become convinced that the 
New Era had really dawned and that 
the value of stock should be measured, 
not in terms of earnings, but in terms 
of contemplated future speculative ap- 
preciation in value. And I have but to 
remind you that in October of 1929 a 
large group had reverted to the philoso- 
phy of 1927. It is pertinent to men- 
tion that, because it has a bearing on 
the present situation. At that time there 
were only a few who held a conviction 
and who were willing to express it. So 
now it seems to me that it is equally 
pertinent for those who have a convic- 
tion to express it—whether the expres- 
sion of it be pessimistic or be optimistic. 
For the only thing that any man can 
be proud of is that he has a conviction 
and that he is willing to stick to it; and 
that, if he has a sense of social re- 
sponsibility, he tells the truth as he 


knows it, whether he be right or whether 
he be wrong. 

In 1931, the Federal Government in- 
curred a deficit of 900 millions of dol- 
lars. In 1932, the deficit had risen to 
over 3 billions of dollars. In 1933, 
again the deficit was more than 3 bil- 
lions of dollars. In 1934, it was almost 
4 billions of dollars. And during the 
fiscal year 1935, the estimated deficit is 
4 billions. As a matter of fact, it prob- 
ably will not exceed 3 billion 500 mil- 
lion. In 1936, the estimated deficit is 
41/, billions of dollars; and in all reason- 
able expectancy, in view of the obliga- 
tions already created, which must then 
be liquidated, the deficit will approxi- 
mate that figure. 


DEFICITS SHOULD AROUSE INTEREST 


Now the mere size of these deficits 
is enough to arouse our interest, if not 
our anxiety. But there are other things 
about them which on analysis should in- 
crease our anxiety. 

Up through 1934, a large part of the 
deficits were incident to Reconstruction 
Finance Corporation expenditures, a 
portion of which it is reasonable to ex- 
pect will be repaid into the Treasury 
of the United States. But in 1935, of 
the deficit of approximately 3!/ bil- 
lions, only 350 millions will be accounted 
for by Reconstruction Finance Corpora’ 
tion expenditures. In 1936, assuming 
the Reconstruction Finance Corporation 
still continues to make loans, there wiil 
be estimated net repayments in the 
amount of 150 millions. 

Now these are interesting figures, be- 
cause they bear evidence which brings 
us to the conclusion—and the conclu- 
sive evidence—-that while the deficits 
have been increasing, that portion of 
them which may be repaid to the Treas- 
ury, has been decreasing, or, stated in 
another way, that that portion of the 
deficit created by expenditures which 
generate vested interests has been ‘in- 
creasing, while the type of expenditure 
which creates no vested interest has 
been decreasing. And it is pretty con- 
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clusive evidence to support the conclu- 
sion that the Administration has em- 
barked upon a deliberate policy of 
spending, upon a policy of spending as 
an instrument of recovery. 


DELIBERATE POLICY OF SPENDING 


Now this policy must be viewed in 
the environment in which it exists. 
While the fiscal policy alone is enough 
to arouse apprehension, it is not sufh- 
cient to judge it as an isolated act of 
government. Contrary, it must be 
viewed in terms of an Administration 
which has openly advocated inflation 
as an instrument of recovery; it must be 
viewed in the light of an Administra- 
tion which is drifting rapidly, if it has 
not already approached the point, of 
reverting to bimetallism; it must be 
viewed in the light of an Administration 
which is supporting and recommending 
a banking bill which, among other 
things, is designed for the purpose of 
assuring the ability of the Administra- 
tion to finance a continued huge spend- 
ing policy. And, if there are any who 
here doubt, doubt that statement, I re- 
fer them to the testimony of the Gov- 
ernor of the Federal Reserve Bank be- 
fore the house committee on banking 
and currency. 

This is the environment in which 
this policy of deliberate spending must 
be viewed and must be judged. And in 
that environment it becomes more sig- 
nificant and properly should arouse 
more anxiety than it otherwise would. 

This is a serious situation. It is a 
serious condition when a government fits 
into a general inflationary policy, one of 
deliberate spending as a method of ef- 
fecting a recovery. It is serious, if for 
no other reason than that it has uni- 
versally been the rule, that wherever 
and whenever governments have con’ 
tinually spent more than they have taken 
in, they have finally plunged their coun- 
trv into a destructive inflation. There 
is no exception in the history of man- 
kind to that general rule. We have 
much evidence of it in our own experi- 
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ence; in the colonial days, in 1812, in 
the State of Texas, when it was not then 
a state, but a republic, which, curiously 
enough, during the seven years of its 
existence experienced all the vicissitudes 
of a loose fiscal policy, and the suffering 
was so intense that in 1845 the people 
of Texas expressly wrote into their con- 
stitution a provision prohibiting the is- 
suing of paper or bills of credit as legal 
tender. 


DESTRUCTION OF THE MIDDLE CLASS 


We experienced it again in the Civil 
War. And I don’t think there is any- 
one who can deny that the inflation of 
the World War and of the post war 
period was induced by the war deficits. 
And abroad there has been much ex- 
perience of the same nature. When- 
ever and wherever—it made no differ- 
ence how different the conditions may 
have been—governments have con- 
tinuously expended more than they have 
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taken in, they have plunged their people 
into a destructive inflation of one kind 
or of another. And the effect almost 
invariably has been the destruction or 
partial destruction of the middle class. 

The middle class occupies a high and 
respected position in any society. It is 
that group with an earning power, how- 
ever it may come, of between $1000 
and $5000 a year. It is that group 
which gives moral tone to a nation and 
to a society; it is that group which al- 
ways comes to the defense of a nation: 
it is that group which has deep grained 
in it the respect for tradition and the 
loyalty to institutions. Destroy it and 
then is destroyed the backbone of a 
country. And yet it has been invariably 
true that inflations have had the effect 
of wholly or completely wiping out that 
great group which constitutes the real 
strength of a nation. 

Now there is a rationalization of this 
experience and it is to be found in the 
fact that in central governments there 
are vested two powers: The first is the 
power to appropriate and to spend 
money; and the second is the power to 
make money. Whenever governments, 
spending more than they take in, reach 
the point where they can no longer bor- 
row, they then resort to this second 
power, that is, the power to manufac- 
ture money. Many expedients have 
been attempted. At first it was the 
orthodox method—to clip coins. Then 
some ingenious person—maybe he was 
a fourth-class college professor—thought 
of using a central bank as the instru- 
ment to print the money. And now 
we have a new instrumentality—forcing 
on commercial banks government obliga- 
tions. 

In a strictly monetary sense, aside 
from a few unimportant technical dif- 
ferences, and aside from a very great 
psychological difference, there is no dif- 
ference between emitting money by the 
government, paying the government's 
bills with the currency so emitted, and 
building uv bank deposits with that cur- 
rency, and, in the second instance, a 
government taking its obligations to a 


commercial bank and there receiving a 
bookkeeping credit against which it 
draws its checks, so building up bank 
deposits. In a strictly monetary sense, 
the one is exactly the same as the other. 
Yet this is what we have been doing. 
And the evidence is conclusive on the 
subject. 


GOVERNMENT OBLIGATIONS 


More than 75 per cent. of the gov- 
ernment obligations have gone into the 
commercial banks. They have not been 
purchased by savings; they have not been 
purchased by reservations from past 
production; they have been sold to banks 
in consideration for a bookkeeping 
credit. The Administration, therefore, 
is using bank credit for long-time al- 
leged capital purposes. And it is, there- 
fore, doing exactly what was done by 
private individuals in the inflation of 
1837, and in the inflation of 1927 to 
1929, 

Now the effects of this procedure may 
be different, because of the psychological 
difference between emitting paper money 
and thrusting governments on commer’ 
cial banks. The ultimate effect may be 
retarded. There may even be something 
intervening which has the appearance of 
a recovery, but in the final analysis, if 
we don’t have a recovery, if the policy 
of continued spending is continued long 
enough, we will be plunged into the de- 
structive effects of a destroyed currency 
just as all other countries which have 
attempted this experiment have been 
plunged into such catastrophe. And if 
we do have a recovery in the interim, 
even if the budget is brought into bal- 
ance—and there is great reason for 
doubting that it will be we will still 
not have avoided the danger of another 
inflation and another great deflation, 
with all of its destructive consequences 
upon our national economy and upon 
our middle class. 

And here it is relevant to point out 
that the middle class has no method by 
which it can protect itself, whereas, the 
speculator and the wealthy do have some 
instrumentalities which they can use. 
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Now some say, I know, that this can’t 
happen in the United States—we are 
too wealthy. I have but to remind you 
that it was in 1862, when the national 
debt was less than 600 million dollars, 
that the Federal Government was com- 
pelled to emit greenbacks to finance the 
Civil War. And I have but to remind 
you that in 1862 we were just as wealthy, 
although not exploited and developed to 
the same extent as we are now. 


COMPARISONS BETWEEN COUNTRIES 


Others say that there is no danger of 
any such catastrophe here because they 
point to the experience of Great Britain 
and to the per capita debt of Great 
Britain. Comparisons between the two 
countries, however, are quite irrelevant 
and immaterial, for a great many differ- 
ent reasons. But if those who make the 
comparison want to carry the compari- 
son through, then let them point out 
that in Great Britain the tax rate or tax 
base is a very much broader one; that 
in Great Britain the normal rate is 1114 
per cent. on the first $750 in excess of 
$750, and thereafter jumps immediately 
to 2214 per cent. And let them point 
out that in Great Britain there is a very 
determined fiscal policy to keep the 
budget in balance, whereas in the United 
States there is an equally determined 
fiscal policy to spend as much as can be 
expended. If they elect to make a com- 
parison, let them go through with the 
comparison and point out the funda- 
mental differences—and there are many 
others—between our situation and that 
in Great Britain. 

And then there are others who say, 
“Ah, but, given a recovery, the budget 
will be brought into balance.” In 1919, 
when the income tax rates were higher 
in the lower brackets than they are to- 
day, when we had in effect excise taxes, 
though not quite as many as we now 
have, when we had full industrial pro- 
duction, we collected 6 billion 600 mil- 
lions in income, the greatest amount that 
has ever been collected in our history. 
The Administration contemplates spend- 
ing at the rate of 8!/, billions of dollars 


Assuming, therefore, a recovery of a 
magnitude of that which we experienced 
in 1919, there still remains a gap of 2 
billion dollars, which somehow or other 
must be raised. 

There are those who say, “Ah, it will 
be bridged by retrenchment, by a re- 
duction of expenditures.” Will the 
vested interests which have been created 
as the result of spending willingly see 
themselves divested, will they be any 
more willing to become divested of their 
special privilege in government funds 
than those now protected by high tariffs 
will be willing to step up and say, “Yes, 
reduce the tariff’? Will the retail mer- 
chants see their business diminish as a 
result of government expenditures? Will 
the steel corporations gladly experience 
a reduction in business incident to a 
reduction in government expenditures? 
Will the great bureaucracy, built up as 
a national spending program, willingly 
see itself dismembered? But more than 
all of this, will an Administration which 
has openly espoused inflation and spend- 
ing as instruments of recovery have the 
courage—and it will require super- 
human courage—to diminish spending 
and so bring the recovery, temporarily 
at least, to a halt? Will it willingly 
and consciously deflate when its whole 
object is to inflate? Will it do the very 
thing which must throw it out of office? 
It would be political suicide for it to 
undertake it. 

And therefore I conclude that, if the 
Administration continues in the present 
policy long enough, quite irrespective of 
the amount of gold we have, which is 
no protection until it is put to use, quite 
irrespective of our alleged favorable 
balance of payments, which are gradu- 
ally becoming less and less favorable, I 
see no reason to expect any experience 
here which differs from the historical 
experience incident to continuous budget 
deficits. And when the collapse comes, 
we will witness a bankrupt Federal Re- 
serve System—for it now holds 214 
billion dollars of government obliga- 
tions, and it can’t get rid of them—a 
bankrupt commercial banking system, 
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for it now holds 111/ billion dollars of 
government obligations—more than 55 
per cent. of the entire national debt is 
held by the banking system—a Federal 
Deposit Insurance Corporation com- 
pletely incompetent and ineffectual in 
performing its function, for its whole 
power to perform that function rests 
upon the credit of the government—a 
partially destroyed middle class and a 
great group of unemployed, for whose 
subsistence there will be no government 
credit. 

Just the sheer weight of those social, 
economic forces, whether we wish it or 
whether we don’t is quite unimportant, 
leads to the probability that dictatorship, 
one kind or another, will be imposed 
upon us. I find it difficult to escape the 
conclusion. Given that set of circum- 


stances, the sheer weight and force and 
momentum must create a dictatorship. 
Thus the fiscal policy of the Adminis- 
tration fits into a pattern of a planned 


economy. 

Now this need not happen. And 
that is the tragedy of the whole situa- 
tion. There are only two things that 
need be done for us to avoid it. The 
first is for us to demonstrate that we 
have the courage and conviction, the 
faith to resist, by every honorable method 
and by the use of all our intelligence 
and understanding, the efforts to impose 
upon us this thing that is called a 
“planned economy.” 

And the second is to insist with equal 
conviction, with equal determination, 
that the budget of the United States 
Government be brought into balance. 
Now, technically, it is not a difficult 
thing to do. If the Administration 
would but hold its departmental expendi- 
tures to 2 billion 700 millions; if it 
would appropriate a billion and a quar- 
ter dollars for the purpose of making 
grants to states for unemployment re- 
lief, liquidate its obligations on public 
works, amounting next year to about a 
billion dollars, or in all contemplate an 
expenditure in total of about 4 billions 
900 millions; and then, on the revenue 


side, if it would convert the Reconstruc- 
tion Finance Corporation into a purely 
liquidating agency, and add to the esti- 
mated revenue of 31/, billions at least a 
billion dollars as the result of the liquida- 
tion of the RFC assets; and if it would 
further compel the Public Works Ad- 
ministration to liquidate its assets—the 
budget could be brought to within 300 
or 400 million dollars of a balance in 
1936. And, during the fiscal year 1937, 
by pursuing exactly the same policy, 
there would be available somewhere be- 
tween 2 and 3 hundred millions for debt 
retirement. And yet there would be 
no destitution and no starvation in the 
United States. 

“Ah, but,” people say, “that is an 
inhuman program. It is a brutal, cruel 
program.” 


SPEND ONLY TO PREVENT DESTITUTION 


Is it? Is it more inhuman to spend 
this great people into poverty, to spend 
the great middle class into destruction, 
to spend a great nation, a great free 
democracy, into a dictatorship? Is it 
more inhuman to do that? Or is it more 
inhuman to evince a sense of financial 
responsibility for the preservation of a 
great democracy? Of a great middle 
class? For the preservation, in short, of 
126 million people? Which is the 
function of government—to spend for 
the benefit of 10 millions or 20 millions 
at the destructive cost of the balance of 
a government’s citizens?; or is it a func- 
tion of government to spend only as 
much as has to be expended to prevent 
destitution for the protection of 126 
millions? Which is the function of 
government? Which is the more in- 
human? 

The question in my mind is whether 
we have the courage, whether we have 
the faith, whether we have the loyalty 
to American institutions, to insist upon 
those things which alone can protect us, 
protect our country, and lead us back 
to recovery; or whether perhaps we have 
grown too soft by easy money and easy 
living. 























FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 


International Scene 


FRANCE has occupied the center of the 
international stage in recent weeks. The 
budget situation and other disturbing 
influences caused heavy withdrawals of 
gold from the Bank of France both for 
export and domestic hoarding, and this 
loss of gold was not checked by a rise 
in the discount rate. As a result of the 
monetary situation, the Flandin ministry 
suffered defeat and an interim cabinet 
also went down, but finally Mr. Laval 
succeeded in forming a cabinet with ex- 
traordinary financial power granted by 
the Chamber of Deputies. 

Other outstanding features of the 
foreign situation are the steady move- 
ment of Japan toward complete domina- 
tion over Northern China, the hurling 
of defiance against world opinion by 
Signor Mussolini in regard to his mili- 
tary expedition in Africa, and the ar- 
rangement of a truce between Bolivia 
and Paraguay to halt their two-years 
war. 


British Banking 


SLACK demand for loans is causing the 
British banks to encounter a problem 
common to banks in the United States. 
They must, in order to find employment 


POLITICAL EVENTS IN OTHER LANDS 





for their deposits, increase their invest- 
ments in gilt-edge securities, although 
the return on them is much less than 
what they could derive from advances. 
But in some respects the British banks 
are in a much more favorable position 
than are those in the United States, for 
when they invest in Government secu- 
rities such securities do not, as in the 
United States, represent a public deficit, 
since the British budget is in balance. 

Some of the problems confronting the 
banks in Great Britain relate to the re- 
duction of overhead and requiring ade- 
quate compensation for services now be- 
ing rendered without charge or for 
merely nominal fees. 


Italian Situation 


Dericit in the foreign trade of Italy 
(excess of imports over exports) con- 
tinues, and of late has shown a slightly 
increasing tendency. But statistics of 
production for the first quarter of the 
present year show a marked gain over 
the like period a year ago, silk produc- 
tion showing by far the largest increase. 
Despite the somewhat unfavorable 
foreign trade situation, the position of 
the Bank of Italy remains strong, the 
ratio of reserves on a fairly recent date 
being well above 40 per cent. for both 
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hold more than 52% of total deposits in this market and 
keep 22,000 active accounts on their books 


note circulation and_ sight liabilities. 

The Consortium for Subventions on 
Industrial Securities, a financing insti- 
tution orgarized by the Bank of Italy 
in 1914, increased its transactions in 
1934 to 1139.4 million lire against 
916.7 million in 1933. 


Austria’s Improvement 


For a long time Austria was one of the 
dark spots in European finance, but re- 
cent reports indicate a marked turn for 
the better. This has in part been 
brought about by a reduction in the ex- 
cess of imports over exports and has 
been aided by judicious financial man- 
agement. This improved situation has 
enabled Austria to resume substantial 
payments on her foreign indebtedness. 


British Industry 


As reported by The Statist, industrial 
activity in the United Kingdom con- 
tinued to expand in the first quarter 
of the current year according to the re- 
vised index prepared by the Board of 
Trade, based on information covering 
about 90 per cent. of the total activity 
of the groups of industry (other than 
building) for which indices have been 
prepared. The index for all groups rose 
to 12.8 per cent. above the base year 
1930, while for manufacturing indus- 
tries alone the index was 15.7 per cent. 
above that year. The advance on the 
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final quarter of 1934 was comparatively 
modest—much more so than that which 
took place between the last quarter of 
1933 and the first quarter of 1934 when 
the previous index, based on 1924, rose 
from 105 to 109 for all groups and 
from 110.7 to 114.1 for the manufactur- 
ing industries alone. 


Banking in China 


CHINA has, until quite recently at least, 
presented the paradox of prosperous 
banks at a time of national crisis. Ex- 
plaining this in the Far Eastern Survey, 
Leonard T. K. Wu says: 


As far as the national economy, par- 
ticularly industry and business, is con- 
cerned, 1934 was the worst year in mod- 
ern Chinese history. Yet that year 
alone witnessed the establishment of 21 
new banks and 45 branches, a record 
number for any single year during the 
last decade. It is true that in the same 
year 10 of the smaller banks failed, but 
this was apparently because of specula- 
tion and insufficient capital. 

An even better index to the growing 
attractiveness of the banking enterprises 
in China, however, may be seen in the 
balance sheets of the banks themselves. 
The statistics below show the annual 
total net profits of the 28 _principal 
Chinese banks which constitute the 
membership of the Shanghai Bankers’ 
Association: 
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and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 
description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


Total net profits Index 
(in Chinese dollars) No. 
de 13,254,445 100 
ot 15,507,281 a7 
re 16,889,169 127 
2 ere 11,442,000 86 
lS ae 18,967,392 143 
oe 21,065,553 159 

a 19,799,159* 149* 

oe ee 21,697,000* 164* 


*Figures for six of the member banks for 
1933 and seven for 1934 are not available. 


In spite of the incompleteness of the 
figures for 1933 and 1934, the upward 
trend of the annual profits is clearly 
visible. Only in one year, 1927, when 
banking activities were temporarily 
halted as the result of the Great Revo- 
lution, was this upward trend checked. 
And even in that year the profits were 
considerable. 

The rapid growth and ever-increasing 
prosperity of the Chinese modern banks 
cannot, of course, be ascribed to the de- 
velopment of Chinese national economy, 
particularly industry. The modern in- 
dustries in China are still in their in- 
fancy and since the World War have 
been especially hard-hit by foreign com 
petition and successive internal dis- 
turbances. . . . And the crisis, if not 
bankruptcy, in all other aspects of 


China’s national economy has become a 
matter of common knowledge. 

The ranid development and growing 
prosperity of the Chinese modern banks 
can be explained only by their financial 





We solicit the agency and collection business of foreign Banks. 






Inquiries and correspondence invited. 





relations with the government—prin- 
cipally by their flotation of the govern- 
ment’s internal loans. 

In Western nations government bor- 
rowing is not regarded as a _ proper 
method of ordinary governmental in- 
come but is normally resorted to in or- 
der to pay for long-term improvements 
and in emergencies to meet ordinary 
budgetary deficits. But in China, as a 
result of ever-increasing expenditures 
caused by the successive civil wars on 
the one hand, and of diminishing and 
insufhcient revenues directly traceable 
to the backwardness and decline of the 
national economy on the other, the flota- 
tion of loans has become so common a 
practice that it constitutes one of the 
most important sources of government 
revenue. 

Even one western nation seems to re- 
gard extensive borrowings from the 
banks as auite the proper thing, although 
in this case the banks have not profited 
to anything like the same extent as 
seems to have been the case with the 
Chinese banks, although the profits of 
the latter must have been considerably 
cut into by recent events. 


China’s Treasure Loss 


WRITING in Finance and Commerce, 
Shanghai, E. Kann puts the loss of 
treasure (gold and silver) to China dur- 
ing 1934 at a total of $381,158,000, of 
which the greater part ($259,941,000) 
represented the net exportation of silver. 
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To this sum is to be added $25,000,000 
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Finland’s Foreign Trade 


THE foreign trade of Finland has been 
fairly active during the first quarter of 
the year. Imports were 17 per cent. 
larger than last year in volume and 150 
per cent. larger than in 1932, when they 
were at their lowest. The volume of 
exports rose 11 per cent. above 1934 
and 59 per cent. above the lowest year, 
1931. The value of imports during the 
first three months of the current year 
amounted to 1020.4 million marks in 
comparison with 876.8 millions and 
660.9 millions in the two previous years, 
while the value of exports amounted to 
973.3 millions against 846.1 and 785.0 
millions respectively in 1934 and 1933. 
The balance of trade was, therefore, not 
quite so favorable this year as in the 
previous years: against a surplus of im- 
ports of 47.1 millions there was a smaller 
one of 30.7 millions last year and a 
surplus of exports of 124.1 millions in 
1933. 


Recovery in Poland 
SAVINGS deposits with the Polish Postal 
Savings Bank (P. K. O.) showed an in- 
crease during April this year of 3,133,- 
810 zlotys reaching a total of 665,781, 
529 zlotys at the end of the month. 
51,023 new savings books were issued, 
bringing the number of books in cir- 
culation at the end of the month up to 
1,632,719. 

A slight betterment in the unemploy- 
ment situation is indicated by the latest 
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figures. The week ending May 4 showed 
463,779 unemployed, a decrease of 
12,471 over the previous week. 


Conservative Switzerland 


REJECTION by the Swiss Confederation 
on June 2 of proposals regarded as so- 
cialistic, and embodying some of the 
principles and policies embraced in the 
American New Deal, has afforded en- 
couragement to those who still believe 
that the well-tried practices of the past 
are not wholly obsolete. The Swiss gov- 
‘ernment also sticks to the gold standard 
and scorns devaluation of the franc. 


Dutch Trade 


COMMENTING on the recent course of 
the Netherlands foreign trade, the 
Monthly Review of the Rotterdamsche 
Bankvereeniging says that in reviewing 
Dutch trade with each of the countries 
abroad, the general impression is cer- 
tainly not more gratifying than that we 
got when reviewing Dutch commerce as 
a whole. It seems especially regrettable 
that the trade of the Netherlands with 
the two countries that formed part of 
the gold bloc in 1934, France and Bel: 
gium, has so considerably shrunk, while 
all arguments of reason and of feeling 
undeniably spoke in favor of improving 
the commercial relations between these 
states. The increased exports in the 
trade with Germany bear such a pe: 
culiar character that the Dutch exporter 
cannot feel much comfort in them. 
From this situation the conclusion is 
reached that a necessity exists for 
abolishing the obstacles to trade. 
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to the Business Development Department, 
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Current Conditions in Canada 


Legislation 


PENDING legislation and government 
policies, as expressed in the business be- 
fore the Canadian Parliament which re- 
assembled on May 20, for its final ses- 
sion, is given in the Business Summary 
of the Bank of Montreal as follows: 
Among bills introduced as arising out 
of the report of the Price Spreads Com- 
mission are included an act with regard 
to fair wages and hours of labor on 
government contracts, amendments to 
the Industrial Disputes Investigation 
Act, the Weights and Measures Act, 
and the Criminal Code; and, finally, an 
act establishing a Dominion Trade and 
Industrial Commission, of which the 
tariff board will constitute the member- 
ship, but which will have a “Director 
of Prosecutions” to carry out any legal 
proceedings required under the act. 


Of widespread interest also is the Grain 
Board Act placing entire control of 
the marketing of Canadian wheat un- 
der the government, on the second read- 
ing of which an extended debate took 
place in the House of Commons. 

Other legislation will implement the 
findings of the Parliamentary Commit- 
tee on Housing, and will provide for a 
public works programme designed to 
create employment. It was announced 
by the Prime Minister during the May 
sittings that negotiations with Wash- 
ington as to a trade treaty have been 
continuing, but without having crystal- 
lized to date in the form of an agree- 
ment. 

The government is obtaining power 
to pursue its refunding policy by fur- 
ther borrowings up to a total of $750,- 
000,000, this power to be exercised, in 
part at least, in the forthcoming autumn 


87 





88 THE BANKERS MAGAZINE 


when a number of outstanding issues 
are maturing. 

Under the terms of another bill ‘the 
Administration proposes to secure the 
permission of Parliament to revalue ggld 
on the basis of the current market price 
and to use the government’s profit on 
such revaluation as a currency stabiliza- 
tion fund, the amount to be realized 
being slightly in excess of $60,000,000. 


Quebec 


THE general improvement in wholesale 
and retail trade in the province of 
Quebec has been. well maintained. Col- 
lections are fair to. good. Real and ar- 
tificial silk mills are producing near to 
capacity. Cotton mills are fairly busy. 
Woolen plants and furniture factories 
continue active. The clothing trades 
generally are well employed. Shoe fac- 
tories are quieter. Cattle prices remain 
steady but farm products show slight 
seasonal price reductions. Cheese fac- 
tories are normally busy. The lumber 
market remains quiet. Automobile sales 
are in larger volume than last year. No 
improvement is reported in the heavy 
steel industry. 


Ontario 


WHOLESALE trade in general has been 
slightly better than a year ago. Cold 
weather has retarded retail sales for 
summer merchandise, but the advent of 
warmer days is expected to produce a 
marked increase in many lines. Sum- 
mer hotels report an increased demand 
for reservations over last year. Collec- 
tions show improvement and are from 
fair to good. 

Manufacturing production in most 
lines is ahead of that of last year. Steel 
mills have accelerated output and found- 
ries are still well employed. A sea- 
sonal reduction is reported in the out- 
put of automobiles, automobile acces- 
sories and tires. Furniture factories find 
some improvement in orders for special- 
ties but regular lines continue dull. Flour 
millers report a fair domestic demand 
but practically no export business. 


Prairie Provinces 


BUSINESS operations continue to show 
moderate improvément. Manufacturers 
of many lines report increased turnover; 
this is most marked in agricultural im- 
plements and machinery, automobiles 
and construction materials. The output 
of textile plants is about equal to a year 
ago, although demand for knitted goods 
has improved. 

Flour mills are only moderately em- 
ployed and there is little export demand. 
Packing plants are busy. Increased 
construction, principally by way of Fed- 
eral Government projects, has benefited 
heavy industries. Wholesale trade is 
fairly active except in the southern areas 
of Saskatchewan and Alberta. Hard- 
ware and paint lines show considerable 
improvement. Retail trade has been ad- 
versely affected by cool weather, but 
business has improved at many rural 
points. 


Foreign Trade 


STATISTICS published by the Royal Bank 
of Canada in June indicate a marked 
expansion im foreign trade, and this is 
regarded as “a major factor in the steady 
improvement under way in Canada.” In 
each month, with a single exception, 
Canadian exports have exceeded those 
of the corresponding month of the year 
preceding. How the foreign trade has 
been expanding is shown in these figures: 
Fiscal Year 
ending 
Marci: 31 
1933 


1934 
1935 


Canadian 
Imports 
$406,383,744 
433,798,625 
522,431,153 


Exports 


$473,799,955 
579,343,145 
659,474,994 


Foreign trade with countries other 
than Great Britain embraced in the Brit- 
ish Empire is also increasing. In 1933 
the exports to such countries were valued 
at $37,758,000; in 1934 at $50,424,000, 
and in 1935 at $67,301,000. Imports 
from those countries have also increased, 
though not quite so heavily as exports. 
Canadian exports to Japan and to the 
countries of Latin America, with the ex- 
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ception of Peru, also show considerable 
gains. 


Farm Purchasing Power 


THE provisional figure for the twelye 
months ending March, 1935, indicates 
a farm purchasing power of 71.0 
(1926 = 100), as compared with a re- 
vised figure of 71.8 for the twelve 
months ending December, and 63.8 for 
the twelve months ending March, 1934. 

Farm income for the twelvemonth 
ending March, 1935, stands at 52.1 and 
farm costs at 73.4 as compared with 
52.3 and 72.9 respectively for the cal- 
endar year 1934 and 45.4 and 71.1 re- 
spectively for the twelvemonth ending 
March, 1934. The apparent decline in 
farm income during the first quarter of 
this year was for the most part the re- 
sult of smaller marketings rather than 
lower prices. 

Reduced deliveries of grain during 
the first three months of this year more 
than cancelled the higher prices prevail- 
ing; the increase in receipts from the 
sale of live stock was relatively small, 
higher values and heavier deliveries of 
cattle and calves being to a large ex- 
tent offset by a decline in both the mar- 
keting and price of hogs. Receipts from 
the sale of milk were higher, while 
heavier production of eggs did much to 
offset lower prices. Farm costs continued 
the upward trend apparent since March, 
1934, the increase being greatest in com- 
modities actually entering into produc- 
tion, that in certain groups such as seed 
and feed arising out of last year’s short 
crops. 


Better Business 


THERE is an increase in general business 
activity, due in part to seasonal in- 
fluences, according to the June Monthly 
Letter of the Canadian Bank of Com- 
merce. Recent gains in steel production 
have practically, if not entirely, offset a 


small decline in previous months below 
the output figures recorded for the_like 
period of last year; the new orders aris- 


_ing from an expansion of about 50 per 


cent. in automobile manufacture and of 
nearly 15 per cent. in construction for 
the first five months of this year in com- 
parison with the corresponding part of 
1934 tended to offset the decrease in 
those awarded under government aus- 
pices, chiefly for railway account. 

The most noticeable feature, however, 
is that the May record of the secondary 
industries is the best for any month this 
year. Indications point to continued 
progress in forestry last month. The 
latest complete returns of newsprint 
production are those for April, which 
show that the declining trend of the two 
preceding months was reversed; as the 
American demand has strengthened sub- 
sequent to increasing consumption and 
a sharp reduction in the large stocks 
previously held by publishers, the usual 
May expansion will probably be re- 
ported. 

Lumbering is now at its seasonal peak 
and has a temporary stimulant in Brit- 
ish Columbia in the transference of ex- 
port orders from the American Pacific 
Coast industry, which is crippled by 
labor troubles. 

Export trade as a whole for April 
was, as usual, markedly less than in 
March, but the decline was smaller pro- 
portionately than last year. Imports 
fell in about the same degree as in April, 
1934. The May external trade on both 
sides was on an ascending scale. 

Weather conditions of the past month 
throughout Canada had variable effects 
in the agricultural domain, although the 
balance was on the favorable side. 
Everywhere, except in Ontario, plant- 
ing has been delayed beyond the usual 
period, in many sections by from two 
to three weeks, while growth has been 
retarded, the backward condition of 
pastures and ranges adding to the difh- 
culties of farmers with limited feed 
supplies. 





. .- in the management of the bank’s earning assets 
lie possibilities for either success or failure. . . 


LOSSES 


IN BANK EARNING 


ASSETS 


The Problem and How To Meet It 


By FREDERICK MUELLER, Jr. 


@ Losses in the earning assets of banks have been largely responsible for the 
late-lamented banking crisis and for the large number of bank closings which 
were reported annually prior to that event. Bank closings have been caused 
not so much by the increased cost of bank operation as by heavy losses in the 
bond and loan accounts. 


@ Recognizing the importance of the handling of the “earning assets” in success- 
ful bank management, Frederick Mueller, Jr., has made this analytical study of 
the problem and in this book he presents the facts and his conclusions. He has 
observed bank policies as to the investment of the earning assets during the past 
decade and has traced the results of such policies as revealed in the figures of 
losses in both the investment and loan accounts. 


@ Bank executives who wish to check their own experience with that of banks in 
general—who would compare their own policies with general banking trends— 
will find this book of great value and interest. 


@ To examine a copy without obligation, fill out the coupon below. 


APPROVAL ORDER COUPON 


BANKERS PUBLISHING COMPANY 
465 MAIN STREET, CAMBRIDGE, MAss. 


You may send me on 5 days’ approval a copy of “Losses in Bank Earning Assets” 
by Frederick Mueller, Jr. At the end of 5 days I will either send you my check 
for $3 or return the book. 





ADVERTISING 


AND PUBLIC 


RELATIONS 


A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Edited by Matcotm Davis 


Publicizing Public Relations 


observer that the subject of public 

relations is becoming more of an in- 
tegral part of our banking system, our 
banking thought, and our banking speech 
than ever it has before. And with good 
reason. In fact, many good reasons. 
Some of these reasons were admirably 
presented before the District of Colum- 
bia Bankers Association during their 
June convention by Raymond E. Jones, 
vice-president of the Bank of the Man- 
hattan Company of New York. Said 
Mr. Jones: 

‘A bank’s public today is not limited 
to its customers. In a small community 
it means all the people in the town and 
the adjoining countryside, while in the 
big city the modern bank caters to the 
public of the entire nation and the pub- 
lic of foreign countries as well. The 
subject “Public Relations’ is one that 
lends itself to wide interpretation. 
Nevertheless it seems to me there are 
certain fundamentals which cannot be 
ignored.” 


[' would seem to even the most casual 


BEYOND THE ADVERTISING COLUMNS 


Before coming directly to his subject, 
however, Mr. Jones threw an interest- 
ing light on the so-called axiom “the 


customer is always right.” He believes 
this philosophy fallacious as conceding 
such omniscience to the customer works 
to the detriment of the business and, in 
the long run, to the customer as well. 
Besides the loss of money there is a loss 
of respect on the part of the public fot 
business men. This attitude is true of 
banking as well as of business. 


Thus approaching the subject of his 
talk, Mr. Jones dealt with five general 
observations. The first was: 

“Too many bankers believe that paid 
advertising is the real solution to their 
public problems.” 

In dealing with this point, Mr. Jones 
made it distinctly understood that there 
is a very great need for good advertis- 
ing in newspapers and magazines. The 
point which he developed was that the 
banker had to go beyond the advertis- 
ing columns because “there are many 
public problems affecting banks that can 
not be discussed in the advertising 
columns—nor, should they be discussed 
through the medium of paid space. 

“Properly, they are matters of news 
and items of information, . . . I know 
of no publisher who is not anxious to 
print constructive information and _ if 
banking is misinterpreted by the press 
I am inclined to the belief that it is the 
fault of the bankers—and not of news: 
papermen.” 

Mr. Jones believes that it is the bank- 
ers duty to interpret their acts through 
all media of the public forum because 
the people can be depended upon te 
judge wisely if they know the facts. If 
their acts and their policies are right the 
public will accept them. 

LEARN THE PUBLIC'S ATTITUDE 

His second point was: 

“Too many bankers have paid too 
little attention to what the public was 
thinking of them and their institutions.” 

Finding out what the attitude of the 
public is can be simply done, Mr. Jones 
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said, by reading what is printed, by 
listening to what is being said outside, 
and by not turning a deaf ear to criti- 
cism. Nor should the search for this 
attitude be spasmodic—it should be 
made a regular duty. He pointed out 
the importance of being interested in 
what is said and what is done in the 
future, for “If what was said yesterday 
or what was done yesterday was justi 
fiably critical, make the necessary change 
and profit in the future.” 

IMPORTANCE OF ESPRIT DE CORPS 

The third point was: 

“Safety is but one factor contributing 
towards a bank’s success; usefulness to 
the public is of equal importance.” 

Mr. Jones thought it “reasonable to 
say that the services and equipment of 
all good banks are relatively the same. 
In other words, so far as the public is 
concerned there isn’t much difference 
and what difference there is lies in the 
quality and convenience of the service 
rendered. 

“We are all aware of the fact that an 
unpleasant teller can drive more busi- 
ness out of a bank in a single day than 
an advertising or public relations pro- 
gram can produce in a week. For that 
reason it is highly important that every 
member of a _ bank’s organization be 
alert, pleasant, and reflect confidence.” 

Mr. Jones illustrated his meaning 
with a story of a bank guard in a west- 
ern city who, through his courtesy and 
loyalty to his institution, so impressed 
one gentleman that, all unwittingly, the 
guard was largely responsible for get- 
ting the several million dollar account 
of the gentleman’s firm. 

Stressing the importance of the esprit 
de corps of a bank’s employes, Mr. 
Jones said, “Thousands of people who 
are not bank customers walk into our 
institutions today seeking banking serv- 
ices. They may be only relief workers 
desiring to cash their checks or a truck- 
man from out of town who has delivered 
a c.o.d. shipment to one of your de- 
positors whose check must be certified, 


but such people are a part of your pub- 
lic and if they are not handled properly 
they will broadcast their grievances in 
a way which makes poor advertising 
when it reaches the ears of prospective 
customers.” 


DON’T “TAKE IT OR LEAVE IT” 


The fourth point was: 

“The ‘take it or leave it’ attitude on 
the part of many bankers is a real con: 
tributing factor to the existing public 
criticism.” 

Appreciating that in the harassments 
of the banking business today many in- 
cidents are trying on the nerves, Mr. 
Jones nevertheless believes that this at- 
titude is unreasonable and extreme. He 
believes that a reasonable view will ac- 
complish more because it “explains 
things to a customer, or to the public, 
and if the reasoning is sound the cus- 
tomer and the public will accept it.” In 
his opinion this “take it or leave it” 
policy used by a few bankers in bygone 
days has, pernaps, “been responsible for 
much of the opposition which has been 
heaped upon us bankers in recent years. 
Such a policy is as dead as yesterday. 
Every baker today is fully conscious 
of what proper ‘public relations’ mean 
to his institution and this relationship 
is by no means one-sided.” Through 
the proper cultivation of public relations 
“banking, and all other business will 
profit and grow.” 

BANKING NO MYSTERY 

The fifth and final point which Mr. 
Jones made was: 

“There is little in the banking busi- 
ness the average man or woman cannot 
understand if the banker will take time 
to intelligently interpret his problems 
to the public.” 

To Mr. Jones, banking is a romance 
because of the struggles of the corner 
grocer to make a living for his family, 
the struggle of men in banking to keep 
their institutions useful, and so on. Too 
often, however, fiction writers make the 























little grocer the hero because everyone 
understands the grocer’s problems, 
whereas bankers become the villains be- 
cause too few understand banking. Ex- 
planation can overcome this for, as Mr 
Jones said, “Banking is not a mysterious 
process. Only a few people, in banking 
or out of banking, are blessed with more 
than average minds. Personally, I do 
not know of any bank function that 
cannot be explained to the public—and 
understood by that same public. To 
explain only requires the use of simple 
words and, of course, intelligent inter- 
pretive effort. Explained, they become 
interesting to the average citizen.” 





“IS YOUR BUSINESS GETTING 


BETTER?” 
This question is asked many times 
every day. Business will get better 


when several million people decide to 
wait no longer for general business to 
get better, but determine to make an 
individual effort in their own way to 
improve their individual business. 

Use The First National as part of 
your business. If a commercial loan 
for temporary funds would help you to 
quicker or increased profits, consuit us 
now. 


And business will indeed get better 
when several thousand banks decide, as 
The First National Bank and Trust 
Company of New Haven, Connecticut, 
has decided, to keep consistently build- 
ing public acceptance of the fact that 
commercial banks are interested in com- 
mercial loans. This ad is one of a 
series inviting loan applications. 
Along with the ads sent us by the 
same bank was an unusual safe deposit 
advertisement consisting largely of a re- 
produced letter sent by the Du Pont 
Company to its stockholders. The let- 
ter concerned itself with the increasing 
number of lost stock certificates. To se- 


cure new certificates, a stockholder must 
advertise the loss for three weeks in two 
newspapers, furnish an affidavit regard- 
ing the loss, and furnish an indemnity 
In a couple more months the 


bond. 


ADVERTISING AND PUBLIC RELATIONS 


Cross Section 
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Even with this somewhat condensed 
version of Mr. Jones’s talk it will be 
evident that Mr. Jones had a great deal 
to say that was very much worth while. 
Habit is a hard thing to change, and 
traditions sometimes develop into almost 
insurmountable barriers to progress. But 
as time goes on and both the public and 
the bankers, each dependent on the 
other, discover that life is a more pleas- 
ant thing when based on understanding 
(and more profitable to both, as well), 
then will the truth of Mr. Jones’s ex- 
pressed beliefs be put in operation to an 
extent far greater than can now be con- 
ceived. 


new stock can be issued. The Du Pont 
letter then advised, as an avoidance of 
all this: “Stock certificates should be 
kept in a safe place—the safest place 
being either a safe deposit box or the 
safe-keeping department of a bank.” 
Under the reproduced letter, the bank’s 
short but very effective copy read 
simply, “Inspect our safe deposit and 
storage vault facilities.” 


* * *K 





Deeds 
drawn by your lawyer, who will advise 
you on all legal questions and on tax 
questions which may arise. 


of trusts and wills must be 


The suggestions in the following 
pages, and those which may be made 
by our Trust Officers, are intended to 
aid you in forming your ideas for pres- 
entation to your lawyer. 


Thus reads an opening page of a 
small but very attractive thirty-two page 
book “Facts About Estates You Should 
Know” issued by the Lawyers County 
Trust Company, New York City. The 
text is divided into two parts “Estates 
of the Living” and “Descent and Con- 
servation of Estates.” Some eighteen 
topics are covered in detail. The book 
is so lucidly written that it is as under- 
standable to the layman as its informa- 
tion is valuable to those with broader 
experience. 
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When the book was first published 
a copy was sent to each of the bank’s 
attorney depositors along with a letter 
pointing out that the subject matter had 
been treated in a non-technical manner, 
and suggesting that lawyers might find 
it useful to give copies occasionally to 
clients as a supplement to verbal ex- 
planations. No greater tribute could 
be paid to the value of this little book 
than the fact that 175 attorneys re- 
quested a total of more than a thousand 
copies, with a goodly number of them 
asking for ten, fifteen, or twenty copies 
apiece. 


THE MONASTERY 


One of the most unique and inter- 
esting properties on all Long Island, 
THE MONASTERY gracefully com- 
bines old world charm with modern 
comfort. Moreover, its designers have 
artistically moulded the building to the 
wooded hills to make it an eminent 
showplace commanding, itself, a mag- 
nificent view of lovely land-locked 
Huntington Harbour. 


This, the first paragraph of a single 
fold brochure issued by The New York 
Trust Company, New York City, in- 


troduces a most original effort to mer- 


chandise a piece of property. On the 
first page is centered a sketch of a monk 
with the words “The Monastery” at the 
upper left and “A Country Estate at 
Huntington, Long Island” at the lower 
right. The second page, beginning with 
the above paragraph, paints a graphic 
word picture of the estate. The third 
page has a pocket “Views of The Mon- 
astery” which holds ten revealing photo- 
graphs of the property. The fourth 
page contains but two short paragraphs 
which can serve either as an introduc- 
tion or as an appendix, depending on 
whether they are seen before or after 
pages two and three. The printing was 
done by letter press, and the photo- 
graphs, remarkably distinct in detail, 
were reproduced by offset lithography. 
All of which just goes to show how ef- 
fectively banks really can do a mer- 


chandising job once they have set their 
minds on it. 


* * * * 


The circulation of money and credit 
is the life stream of industry and the 
arts. 

Art in design has created beauty in 
many types of money. 

Many coins and bank notes are the 
expression of an artist's skill. 


These legends ran above the display 
cases which housed the famous Chase 
National Bank’s collection of moneys of 
the world at the Industrial Arts Expo- 
sition held in Rockefeller Center from 
mid-April to mid-May. The collection, 
which may he seen at the head office 
of the bank, is regarded as the most 
comprehensive ever assembled for pub- 
lic display. At the Exposition a cross- 
section grouping carefully selected from 
the permanent collection was arranged 
to give the visitor an interesting pic- 
ture of the principal mediums of ex- 
change since the dawn of civilization. 
These were classified as Ancient: 
Wampum and Commodity Moneys; 
Novel Shapes and Odd Materials; Coins 
of Special Interest; American, Colonial 
and United States, including Emergency 
Monev of the present decade; Interest- 
ing Checks and Financial Documents; 
and Gold Coins of unusual interest. 
Writing in the FAA Bulletin for June, 
Arthur DeBebian, second vice-president 
Chase National Bank, says, “This dis- 
play has proven one of the main attrac- 
tions at the exposition. Some idea of 
the good-will created by this publicity 
may be gained from the fact that many 
thousands of visitors have been inter- 
ested and entertained by an unusual ex- 
hibit now closely associated in their 
minds with The Chase National Bank.” 


NORFOLK’S HISTORIC MACE 


This brief history and description of 
the Mace of Norfolk is published by the 
National Bank of Commerce of Nor- 
folk, to the custody of which the Mace 
has been entrusted for safe-keeping for 
many years. 
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—from a foreword by Robert P. Bea- 
man, president of this Virginia bank, as 
published in a sixteen page booklet 
which gives the history of the Mace. 
Until we read the booklet all we knew 
about a mace was that we vaguely re- 
called a bludgeon-like instrument in 
vogue during the days when armored 
knights went about rescuing maidens 
who seemed always in distress. Our 
concept of the medieval was more or 
less correct, but we know now that 
maces progressed considerably in their 
uses and forms until, during the Colonial 
days, they were much a part of tradition 
and custom. There were only two 
genuine silver maces in the country— 
the National Bank of Commerce has 
one and the State of South Carolina has 
another. The history of the bank’s 
Mace makes about as interesting a ten 
minutes’ reading as we have had for 
some little while. 

And what has the Mace to do with 
the bank—and why a booklet about it? 
Well, in the first place the Mace is the 
bank’s emblem—it has passed through 
battle, plunder, the burning of Norfolk 
and has become a symbol of endurance 
and permanence. Moreover, the bank 
taking pride in the part it has played 
in the history of the Mace and its 
preservation has prepared for it a glass 
cage in the vaults of the bank where “it 
remains in perfect safety while, at the 
same time, its dignity and beauty can 
be enjoyed by all who may be inter- 
ested.” 


‘**a GALAXY OF STARS” 


This is the name of an electrically 
transcribed and locally announced half- 
hour radio program broadcast every 
Monday by the Denver National Bank, 
Denver, Colorado, over KLZ, Denver 
station in the Columbia Broadcasting 
system. It features well-known opera 
and concert stage stars, the Metropolitan 
Symphony Orchestra, the Neapolitan 
Singers, and John B. Kennedy whose 
talks highlight the careers of successful 
business men. 


In addition Mr. Kennedy’s talks are 
designed especially to guide public 
opinion—bringing out the stability of 
our business structure; showing the em- 
ploye his economic relationship to his 
job; inspiring listeners to a more solid 
estimate of thrift, dependability and 
hard work; and guiding the thinking of 
listeners along sound financial lines. To 


promote interest in the program, the 
Denver National is utilizing motion pic- 
ture theater screen announcements, pre- 
liminary announcements over the radio 
station, direct mail, window displays, 
statement enclosures and newspaper ads. 


* * % * 


DEPARTURE FROM ROUTINE 


Customers of this bank benefit from 
our willingness and ability to depart 
from routine when necessary. We may 
be asked for any number of unusual 
services—such as finding a reliable ship- 
per to supply goods needed by a client 
in an emergency; or providing the neces- 
sary guarantees in order that a cargo 
of goods may be landed at a port not 
named in the shipping documents— 
thus meeting some sudden change in the 
requirements of our customer. 


-——from a series of advertisements ‘“Mer- 
chant into Banker” describing the serv- 
ices of Brown Brothers Harriman & 
Co., private bankers of New York, 
Boston and Philadelphia. This series, 
in itself a “departure from routine” has” 
consistently given about as clear a pic- 
ture of the development, functions and 
services offered bv this type of banking 
as it is possible to give. 


NO INFLATION 


I AM not the seventh son of a seventh 
son and claim no particular ability to 
forecast. When you say inflation, | 
suppose you mean just that—inflation. 
If we are to assume that President 
Roosevelt will be President for the next 
six years I can tell you this: I can guar- 
antee there will be no inflation in this 
country while Franklin D. Roosevelt is 


President.—Donald R. Richberg. 
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Sidelights and Shadows 


“DuRING the 12 months ending the first 
of last month—9 out of every 10 mak- 
ing application at this bank were granted 
loans” says an advertisement of The 
American National Bank of Nashville, 
Tennessee; that certainly is something to 
advertise. ... “Theres a Cleveland 
Trust Bank near where you live, work 
or shop” and from the ad of which this 
line was the head, there certainly seems 
to be if one lives in Cleveland; the ad 
lists all the offices—two downtown in- 
cluding the main office, 33 branches on 
the East Side, 16 branches on the West 
Side, and 4 out-of-town branches in 
nearby communities. ... The Man- 
kato, Minnesota, Free Press published a 
straight-from-the-shoulder editorial en- 
titled “Danger in the Pending Bank 
Bill” which concerned itself with Title 
II; so much did The Central Hanover 


Bank and Trust Company think of this 
piece of writing that it reprinted the 
editorial and sent it out to its depositors 
along with an explanatory letter from 


George W. Davison, chairman of the 
=a 

Marshall Field & Co., Chicago de- 
partment store, has announced that it 
has a brand new Christmas plan where- 
by interest at 6 per cent. per annum 
will be paid on money deposited in ad- 
vance to apply toward the purchase of 
Christmas savings certificates, redeem- 
able in merchandise; and if this sort of 
thing keens up banks may have to adopt 
drug store tactics and start selling used 
cars or something. . . . Golf, tennis 
tournaments, visits to industrial plants, 
a noon luncheon, baseball games, a bar- 
becue and a dance were on the program 
of a reunion of all the officers and em- 
ployes of the Wachovia Bank and Trust 
Company; sounds more like a week’s 
vacation than a day’s reunion... . 
A. P. Giannini, chairman of the board 
of Bank of America received a letter 
from W. D. Flanders, director of the 
field division of the FHA highly com- 


mending this bank on the advertising 


it has placed in California daily and 
weekly newspapers co-operating with 
the Better Housing Program. As further 
evidence of Bank of America advertis- 
ing acceptance the bank has made more 
than 10,640 modernization loans totaling 
more than $4,758,650 and more than 
460 loans under Title II for more than 
$1,475,000. ... 

The Third National Bank and Trust 
Company, Scranton, Pennsylvania, cut 
its interest rate from 21/, per cent. to 2 
per cent., the first bank in Northeastern 
Pennsylvania to make this change, and 
advertised the cut in daily papers along 
with the reasons the bank’s management 
thought it wise to make such a change; 
taking the public into one’s confidence 
generally makes a confident public. 

. The Worcester County Trust 

Company (Massachusetts) takes the 
heading of one ad from Poor Richard's 
Almanac and says “The Use of Money 
Is All the Advantage There Is in Hav- 
ing Money”—the copy points out how 
banks use money for community progress 
and that what is needed is not more 
money but better usage of what there 
is; a sound idea aptly expressed. . 
On May 2, the Central National Bank 
and Trust Company of Des Moines, 
Iowa, celebrated its fortieth anniversary 
bv recording a growth of deposits from 
$4330 to $23,000,000 without mergers 
or consolidations. ... Busy bank ex- 
ecutives, anxious to foster better public 
relations might well invest a half hour 
and study “Your Bank, Your Public and 
Your Customers,” a talk by I. I. Sper- 
ling, assistant vice-president, The Cleve- 
land Trust Company, as reported in 
the FAA Bulletin for June... . 

The First National Bank, Oshkosh, 
Wisconsin, offers a “Friendly Banking 
Service” and in this series of ads intro- 
duces its bank staff via photograph and 
a few words telling about each along 
with copy which explains that bank 
service which each performs. ... “A 
Bank for Contractors’—or for “Iowa 
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Investors,” “Retail Merchants,” “Manu- 
facturers”’ and so on—is the Iowa-Des 
Moines National Bank and Trust Com- 
pany according to its latest series which 
focuses attention on important indus- 
tries and pays tribute to the business 
men in those industries. . . . Little Or- 
phan Annie made up her mind to “save 
some every day” with the result that 
her mentor the remarkable Mr. War- 
bucks could buy himself some new 
shoes, and the Mississippi Valley Trust 
Company reproduced this comic strip 
in an ad—said Warbucks in closing, “If 
more people used your system there'd 
be lots less need for breadlines.” .. . 
The Brooklyn Savings Bank is issuing a 
good historical series illustrating the 
roots of its “108 Years of Service to 
Brooklyn.” . . . 

Two-inch column ads, eight inches 
deep, attract attention to The Philadel- 
phia Saving Fund Society by smart il- 
lustrations, unusual copy, and such 
attention-compelling headings as “Sav- 
ings Are Power in Reserve,” “It Is 


Natural to Save,” and “Saving Is the 
Basis of All Growth.” . . . The Bank 
of America built a separate building on 
the grounds of the California Pacific 
International Exposition at San Diego, 
the only bank to do so; sounds like 
“service,” in caps. ... “The House 
That Grew” is a model constructed for 
window display by the Northwestern 
National Bank and Trust Company of 
Minneapolis, Minn., and is just that— 
while on display the model changed to 
show each improvement as it was made; 
seems as though such a graphic demon- 
stration of what modernization loans 
can do ought to stimulate a lot of people 
to the borrowing point. . . . Edward 
L. Bernays, “America’s Public Relations 
Counsel Number One” will address the 
20th Annual FAA Convention at At- 
lantic City, September 9-11. . . . And 


finally, our appreciation to the growing 


list of banks who have been sending us 
samples of their current advertising; 
and a renewed invitation to those banks 
who haven't, to start now. 
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ERE at last is a complete study of the problem 

by an unbiased observer. The author has made 
an exhaustive survey of Federal and State control of 
banking. He has studied the various controversies 
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THE SUPPLY AND CONTROL OF MONEY 
IN THE UNITED States. By Lauchlin 
Currie. Cambridge: Harvard Uni- 


versity Press. $2.50. 


THE volume under discussion carries the 
earmarks of a bright-eyed young in- 
structor, anxious by “publication” to im- 
press his departmental superiors in the 
hope of bettering his academic rank and 
his salary. If it were not for the fact 
that the author has been appointed a 
technical adviser of the Federal Reserve 
Board, this sophomoric effort could well 
be passed over in silence. Unfortunately, 
however, many of the errors which have 
been so blithely developed in this vol- 
ume are now cropping up in the new 
banking bill which is before Congress, 
and it is not only justifiable but is a duty 
to give publicity to their fallacious char- 
acter. 

In the first place, the immaturity of 
the author crops out constantly through- 
out the volume. His use of adverbs as 
a substitute for logical reasoning is one 
evidence of this. “It is surely not merely 
a coincidence ~ “These facts are 
undoubtedly “But surely, as Mr. 
Robertson points out . . .” Phrases like 
these are repeated again and again. 

In the second place, he bases his argu- 
ments on facts drawn from far too short 
a period of time. Most of his data are 
from the years from 1922 to 1934 with 
emphasis on those for the years from 
1924 to 1934. Any one who is familiar 
with banking, financial and economic 
history will recognize this period as 
highly abnormal, one when the world 
was struggling to recover from the ef- 
fects of the World War, and when 
natural prejudices, the greed of certain 
bankers and of most people, the igno- 
rance of many politicians in all countries 
and nostrums of economists and pseudo 
economists combined to create as abnor- 
mal a situation such as the world has 
not seen since the confusion that fol- 
lowed the Napoleonic era. A striking 
illustration of his attempts to rationalize 


on the basis of inadequate data is found 
in a sentence on page 133—"*The fact, 
however, that excess reserves for 1930, 
which was a period of severe depression 
judged by previous standards, average 
only nine millions above those of the 
prosperous years of 1929 indicates that 
the automatic expansion due to this 
factor is normally (italics by the author) 
of minor importance.” Can any reason- 
able person, whether he knows anything 
or not of banking or finance accept an 
argument which attempts to establish a 
norm on the basis of a single case? 

In the third place, he is careless about 
the actual facts in certain instances. On 
page 118, for example, he states that 
“real estate loans of all member banks 
remained below 10 per cent. of earning 
assets until 1932, when, owing to the 
decline in other loans, they amounted to 
10.5 per cent.” He does not say that 
as late as 1924, they amounted to only 
7.3 per cent. and that in 1918 they 
were only approximately 2.5 per cent. 
of the total loans and investments, nor 
does he call attention to the fact that 
between 1918 and 1928 they increased 
over 560 per cent. On the contrary, he 
refers on page 119 to the “smallness of 
the yearly fluctuations in real estate 
loans. No author plays fairly 
with his reader who misstates facts, or 
who presents half-facts in such a way 
as to mislead the reader who relies on 
them. 

In the fourth place, the ignorance of 
the author of what actually takes place 
in current bank operation is often such 
as to leave any intelligent banker speech- 
less. It is rather a shock to be informed 
that the bulk of the deposits of non- 
member banks with member banks is in- 
vestments rather than reserves, or to 
have the elasticity of the Federal Re- 
serve System described as “perverse.” 

Other errors in the author’s banking 
knowledge could be cited if space per- 
mitted. The.arguments are seldom either 
enlightening or convincing, certainly not 
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to those who are not primarily economic 
theorists. Before passing on, however, 
to a consideration of his proposals for 
an amelioration of the existing situation, 
let us outline briefly some of the major 
theses. 

He begins with the concept that 
“money” is the same as “means of pay- 
ment” and in this expression includes 
coins, notes and demand deposits. Per- 
haps an author has a right to use terms 
in any way that may seem proper to 
him provided he defines them clearly at 
the start. Certainly this definition of 
money does not accord with that com- 
monly employed, although every econo- 
mist and banker realizes that deposits 
subject to check are a substitute for 
money as commonly defined and, in this 
country, make possible the carrying on 
of business with vastly less money than 
would otherwise be required. 

This concept of money leads the 
author directly to a rather rigid quantity 
theory of money, as his ultimate objec- 
tive is the control of incomes and com- 
modity prices. Since demand deposits 
represent so large a part of the “money” 
of this country, as he defines the word, 
it becomes necessary in his mind to sub- 
mit demand deposits to a very rigid 
control in order to attain his objectives. 
As many of the phases of banking, as it 
has been developed during the past and 
present generation, would seriously in- 
terfere with the rigid control which he 
is advocating he recommends the scrap- 
ping of these phases. It is not surpris- 
ing to find further that his recommenda- 
tions, if adopted, would result in the 
destruction of banking as it now exists 
in this country—or in any other, for 
that matter. 

The first of his objectives to strike the 
eye is found in the second paragraph of 
the first chapter devoted to this topic. 
He says: “It appears to the writer that 
most perfect control could be achieved 
by direct government issue of all money, 
with notes and deposits subject to check. 
. . . Government agencies might be set 
up throughout the country whose sole 
duty it would be to handle all the com- 
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munity’s checking accounts.” Checks, 
in other words, would become nothing 
but personal “bank notes” normally can- 
celled as soon as used once. 

He continues on the following page: 
“The merit of the proposal here set 
forth lies, in the author's view, in the 
fact that it divorces the supply of money 
from the loaning of money. We have 
noted the unfortunate conse- 
quences of the association of these two 
functions. Logically they are quite dis- 
tant. Their association in modern 
monetary systems is purely an historical 
accident.” Let us draw a kindly veil 
over the ideas of great economists and 
bankers of the past. 

The author recognizes, however, “that 
the loans of banks to individuals (What 
about business organizations, Rev.) who 
could not readily secure loans elsewhere 
have been of great importance in the 
past and still remain of great impor- 
tance. . . . The best solution would ap- 
pear to be to leave them with existing 
banks. . . . Savings deposits comprise 
60 per cent. of all deposits. They would, 
therefore, if left with existing banks, 
permit continuance of loans to bor- 
rowers who cannot secure loans else- 
where. The volume of such loans is 
commonly overestimated. They belong 
to a past era.” 

The author, however, has moments of 
becoming modesty. He says: “No im- 
portant suggestions aimed at the im- 
provement of open market operations as 
an instrument of policy come to mind.” 
He continues, however: “There is, of 
course, no good reason, apart from the 
political repercussions, why the reserve 
administration (under his plan, an or- 
gan of the national government) should 
not be empowered to operate in what is 
normally the largest and most sensitive 
short term money market, the call money 
market.” A statement of this kind re- 
quires neither comment nor criticism. 
The appalling consequences of the pro- 
posal flash at once to every reader's 
mind. 

It seems hardly necessary to continue 
the analysis of this book further. Its 
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character has already been indicated. A 
lucid and trenchant criticism has been 
prepared by Dr. Benjamin M. Ander- 
son, economist of The Chase National 
Bank. It covers many points not men- 
tioned in this brief survey and discusses 
them with the clarity and common sense 
that characterizes Dr. Anderson’s writ- 
ings. The best way to read the book 
is to peruse it with Dr. Anderson’s book- 
let in the other hand for ready reference. 


THE Boom Becins. By L. L. B. Angas. 
New York: Simon & Schuster. $2.00. 


Because of its free and easy style this 
book may be read with great relish, 
without believing all or even much of 
what the author says. But he is to be 
congratulated in having brushed the 
cobwebs and dust from a treatise on 
money. Whatever faults the book may 
have, it is not dull in the least. 

Major Angas believes in a managed 
paper currency. He has no use for the 
gold standard. 

Inflation is something not ahead. It 
is already here. That it has not fully 
taken hold, is due to what he calls the 
hush-hush policy the authorities have 
followed in regard to it. When the 
facts are fully recognized, there may be 
a runaway inflation difficult to manage. 

If you may have any doubt as to the 
presence of inflation, the author has 
none, for he says: 


Numerous Americans ... seem still to 
be wondering if there will be any inflation. 
But inflation is already here. Not only is 
there inflation ahead, but also inflation 
astern, and inflation all around us. There 
is, in fact, a veritable sea of inflation, which 
is now beginning to bubble and boil. 


The chapter on “The Profit Motive” 
will no doubt be read with approval by 
many who do not agree with the au- 
thor’s monetary views. Here is an ex- 
tract from what is said on this matter: 


If business men imagine (rightly or 
wrongly) that the Administration is hostile 
to profits; or that even if they make profits 
they will not be able to retain them for 
long (because of codes or taxation or gov- 
ernment competition), business men will be 


THE BANKERS MAGAZINE 


afraid to show any enterprise; they will 
hoard their working capital; incomes will 
be low; prices will not rise, and labor will 
continue to remain unemployed. This, how- 
ever, is precisely what Mr. Roosevelt and 
his ministers have accidentally done. They 
have, somehow or other, frightened many 
business men about the security of their 
profits. 


Pointing out that the motivating force 
in the capitalistic system is the expecta- 
tion of profit, the author says: “You 
cannot act like a socialist, with success, 
under a capitalist economy. If you do, 
the poor suffer most.” 

Whether the “boom” has begun or 
not may be a matter about which dif- 
ferences of opinion exist, although 
Major Angas has no doubt whatever 
that the inflationary movement is clearly 
in evidence. You may not agree with 


what he has to say, but must admit that 
he has performed a remarkable feat, that 
of making a book about money refresh- 
ingly interesting. 


THE SMALL LOAN RackeT. By Charles 
Corzelle. South Bend, Ind.: Mirror 
Press, Inc. $2.00. 


Tus book is of current interest to 
bankers, since many banks are now es- 
tablishing small loan departments. These 
banks along with the Morris Plan Banks, 
and similar organizations that are lend- 
ing to the small-salaried man at from 
8 to 18 per cent. interest, with a reason- 
able profit, should help to show up the 
defects in the Uniform Small Loan Law, 
sponsored by the Russell Sage Founda- 
tion. That law is popularly known as 
the Forty-Two Per Cent. Law. 

This book was published by the au- 
thor because he considered that the facts 
which he has uncovered about the small 
loan racket have never been allowed to 
be known before. There is no other 
book of similar character. He says: 
“There are scores of weighty tomes on 
the small loan problem which are so 
saturated with the propaganda of the 
loan sharks themselves that the searcher 
after truth is not only disappointed— 
he is disgusted. This inquiry into the 
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workings of the forty-two per cent. lend- 
ers has been conducted at a great ex- 
pense of time and effort. The investiga- 
tion has been hampered at every step 
by the salaried agents of the lenders 
trust. 
and is told without concealment of a 
single shocking detail. The author’s re- 
ward will be sufficient if these revela- 
tions hasten the reforms of this vexing 
problem which are so glaringly neces- 
sary.” 

In the chapters Mr. Corzelle covers. 
The Ohio Bribery Scandal, Classes of 
Money Lenders, The Unlicensed Lender, 
Forty-Two Per Cent. Lenders, Million 
Dollar Lobby, Wolves in Wisconsin, 
Michigan Revelations, Kentucky Cam- 
paign, New Jersey's Experience, Con- 
gressional Action, Small Loans and the 
Retailer, Rape of the Borrower, Failure 
of the Sage Law, “Usury Run Mad,” 
Ethics in the Small Loan Business, The 
Press and Small Loan Legislation, Okay 
Depression! What Is the Proper Rate? 


1905- 
Cam- 


Harvard University 


MONETARY ‘THEORY 
By Howard S. Ellis. 
Mass. : 
$5.00. 


ADDRESSED primarily to the specialist 
in money and banking theory, this book 
is nevertheless easily intelligible to the 
general economist and to the layman ac- 
quainted with the outstanding English 
books in the field. It is unique in that 
it is the first attempt to present a gen- 
eral synopsis of any contemporary 
foreign literature in monetary theory. 

The author, an assistant professor of 
economics at the University of Michi- 
gan, has had in mind two main pur- 
poses, to both of which he has devoted 
equal care: the first is to make available 
in summary form the contents of a large 
literature from which many students are 
debarred by the obstacle of language or 
time; the second is to present critical 
comparisons and appraisals of its out- 
come in the light of monetary science 
generally. 

At every juncture he draws compari- 
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sons with English and American works 
regarding not only minute details but 
also their sum and substance. Sum- 
mary chapters in each of the four parts 
of the book show to what degree syn- 
theses are possible between opposing 
German theories and how a cross-fer- 
tilization of ideas between German and 
English literatures contributes toward 
the development of the positive theory 
‘of money. 


A PRIMER OF Money. By Donald B. 
Woodward and Marc A. Rose. New 
York: McGraw-Hill Book Co., Inc. 
$2.50. 


THE authors of this book have com- 
bined two books, ““A Primer of Money,” 
and “Inflation” into one handy volume. 
Both books are rewritten, and brought 
up-to-date to include explanations of 
many of the puzzling monetary changes 
and theories that have come into promi- 
nence since President Roosevelt's in- 
auguration. 

The present operation of money and 
monetary systems is clearly explained, 
and the birth, growth, and development 
of money outlined. The authors’ treat- 
ment of inflation is of particular inter- 
est at this time—clearly showing as it 
does the results of inflation in former 
periods and in other countries. A re- 
view about the earlier “Primer of 
Money” said: “Here’s a book in honor 
of which thousands of mystified laymen 
will be inclined to shout hosannahs— 
a simple, easily understood treatise about 
money and credit.” 


SPENDERS ALL. By Ernest Greenwood. 
New York: D. Appleton-Century Co. 
$2.00. 


In a complete exposé of governmental 
taxation extravagances, published under 
the above title, Ernest Greenwood ex- 
publicity man for various executive gov- 
ernment departments, gives the average 
citizen something to think about. What 
Mr. Greenwood is chiefly concerned 
with are indirect taxes, although he also 
finds time to discuss in passing the bur- 
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dens of direct taxation. Nor are his 
analyses confined to Federal taxation, 
but to the whole system of touching the 
pocket of John Public as promulgated 
also by state, county, and municipal 
governments. Here are some of the 
facts presented: 


For the food on John Public’s dinner 
table, there is a cover charge, payable 
to Government, of 30 per cent. of cost. 

John Public, paying his electric light 
bill of, say, $3 a month, actually pays 
a little less than half a dollar in taxes. 

The average so-called “completely 
electrified” home contains at least $1050 
worth of electrical equipment. Of this 
amount $250 is paid the Government 
for the privilege of buying the equip- 
ment. 

At least 25 per cent. of the price of 
an average car finds its way into city, 
county, state and Federal treasuries. 
Government then collects an average of 
$50 per year from John Public for the 
privilege of driving his own automobile. 

During the past nine years, the public 
has paid indirect taxes of more than 
$700,000,000 on insurance of which 
only about $30,000,000 was spent by 
Government in the service of policy- 
holders. 

From 1911 to 1934, direct taxes paid 
by railroads increased 143 per cent., 
while their cash dividends actually de- 
creased 75 per cent. The tax bill has 
been passed on to John Public. 


It is a common assumption that the 
American people are oblivious to the 
facts of taxation, most of which, to the 
average person, are invisible. Recent 
years, however, have done much to 
crimp this indifference, and there is a 
real and awakening timeliness to Mr. 
Greenwood’s book. 


INSURANCE AGAINST CrepiT Risks. By 
Elia M. Shenkman. London: P. S. 
King & Son, Ltd. 15 shillings. 


THis is the first systematic study of this 
subject published in the English lan- 


guage. The author deals fully with the 
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theoretical principles and business or- 
ganization of private and state insurance 
against credit risks in the foreign trade 
of seventeen countries. His own words 
best describe what he has attempted to 
cover. He says: 

“Part 1 of this book deals with the 
general principles and business organiza- 
tion of private insurance. In the intro- 
ductory chapter I follow up the changes 
in the organization and financing of in- 
ternational trade which determine the 
magnitude of credit risks. In the second 
chapter I analyze the economic nature of 
credit risk and its place in the process 
of marketing. Here I was faced with 
difficulties arising from the absence of 
an accepted terminology and from the 
fact that the problems of risk and in- 
surance are one of the most unsettled 
and undeveloped parts of economic 
science. I had, however, deliberately 
limited the discussion only to those ques- 
tions which have a direct bearing on 
the main theme. This analysis has its 
practical significance, as any credit in- 
surer who, in his ordinary routine work, 
being confronted with the necessity to 
distinguish a real credit risk from that 
which has its origin in the repudiation 
by the debtor of the sales contract, will 
recognize. The next chapters deal with 
various ways of meeting credit risk and 
the past and recent development of 
credit insurance as an_ independent 
branch of private enterprise. 

“The second part of the book studies 
the rdle of the state as guarantor of 
credit risk. The economic function of 
the state guarantee and the factors 
which make necessary the intervention 
of public authority are next discussed. 
Other chapters consist of a critical de- 
scription of the various government 
measures in operation. The British 
State Export Credit Guarantee Schemes 
and the system of state guarantees exist- 
ing in the German Reich are analyzed 
in detail, while the policies pursued by 
the remaining countries, which repeat 
in all essential aspects either the Brit- 
ish or German methods, are summarized 
in the last chapter.” 
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BupDGETING. By Prior Sinclair. New 


York: The Ronald Press. 


THE development of effective budgeting 
has been a signal aid in the business 
accomplishments of the past ten years. 
The use of budgeting methods was 
greatly extended in prosperous periods, 
and has stood business in good stead 
during the following time of stress. Un- 
doubtedly those businesses which today 
are operating in harmony with methods 
of budgetary control are best prepared 
to meet the trials brought by the changes 
in the velocity of business. 

Today, budgeting, in its completeness, 
effectiveness, and refinement of method, 
is advanced far beyond the concept of 
but a few years ago. Budgeting is now 
recognized as a wholly separate busi- 
ness function; it is closely allied with 
accounting and supplies another worthy 
instrument for the use of management. 

The purpose of this book is to give 
an organized presentation of budgeting 
principles and practice as information 
heretofore published has been frag: 
mentary and scattered. It treats budget- 
ing in its full scope, as a matter of me- 
chanical routine or as a phase of ac- 
counting procedure, and more broadly 
as a plan of practical business manage- 
ment. The methods presented are in 
evervday use with gratifying results to 
the users. 


THE Economics OF MOoNEy, CREDIT 
AND BANKING. By F. Cyril James, 
B. Com. (London), Ph.D. New 
York: The Ronald Press. $4.00. 


THis book was first published in 1930, 
but is now very carefully and completely 
revised. The author says, “When I 
approached the task of revision, it soon 
became apparent that developments in 
the field of monetary thinking and po- 
litical philosophy were even more im- 
portant in their effects than the specific 
legislation that has been inscribed upon 
the statute books of the United States 
during the recent years. During the 
period of the war, and the decade of 
prosperity that followed, changes that 
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were almost revolutionary in character 
had occurred in the operations of the 
commercial banking system, and in the 
relationship of banking to business ac- 
tivity. In some aspects, the financial 
crises of 1929, 1931, and 1933 must be 
regarded as the logical result of an ef- 
fort to operate the nineteenth-century 
financial mechanism along the lines sug- 
gested by twentieth-century ideas.” 

It seemed advisable to the author to 
rewrite the whole book, in order that 
new material might be presented at the 
most appropriate place and old ideas re- 
fined and presented in more detail. This 
made it possible to adopt an arrange- 
ment of material totally different, but 
more appropriate to the present situa- 
tion. By this arrangement the author 
proceeds immediately to a discussion of 
the financial system as a working ma- 
chine, postponing the problems of mone- 
tary theory and international finance 
until the student has attained some 
familiarity with the operations of the 
banking institutions in terms of which 
those problems must be solved. 


ENCLAVES OF ECONOMIC RENT FOR 
1929. By Charles W. Huntington. 
Harvard, Mass.: Published by Fiske 
Warren. $4.00. 


AN enclave is land, where under the 
terms of lease the economic rent is col- 
lected, as contrasted with the surround- 
ing country, or exclave, where it is not 
collected, such economic rent being used 
for communal purposes. The present 
volume is tenth of an annual series which 
give an historical account of the enclaves 
exemplifying single-tax, together with 
the legal documents involved. The en- 
claves which the author tells about in 
detail are located in various states in 
the United States, in Spain, France, and 
Australia. 


BOOKS RECEIVED 


RETAILING. By Norris A. Brisco, Ph.D. 
New York: Prentice-Hall, Inc. $5.00. 


THE fundamental principles that under- 
lie the chief phases of retailing activities 
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are explained in this book, as the author 
believes that retailing demands careful 
analytical study. 


MoNETARY MiscHizEF. By _ George 
Buchan Robinson. New York: Co- 
lumbia University Press. $2.00. 


THE author's studies of the nation’s 
monetary activities covering the period 
of 1917-34, starting with the manipula- 
tions used in financing the war. 


THE Economics OF INFLATION. By H. 
Parker Willis and John M. Chapman. 
New York: Columbia University 
Press. $4.50. 

THE purpose of this book is to supply 

answers to the questions as to what in- 

flation is, and whether it will help or 
harm. 


THE ANALYSIS OF FINANCIAL STATE- 
MENTS. By Harry G. Guthmann, 
C. P. A., Ph.D. New York: Pren- 
tice-Hall, Inc. $5.00. 

THIs is a revised edition. There is more 
material on the subject available than 
when the book was first published. But 
the author emphasizes that it is increas- 
ingly important to be able to interpret 
material. 


A BANKING History oF LOUISIANA. By 
Stephen A. Caldwell, Ph.D. Baton 
Rouge: Louisiana State University 
Press. Bound copies $1.50; unbound, 
$1.00. 


THis history begins a few months after 


the Louisiana Purchase, and carries 


through to 1930. 


GETTING ALONG WITH PEOPLE. By 
Milton Wright. New York: McGraw- 
Hill. $2.50. 


IF one is to be successful in almost any 
arena of human activity, he must have 
the knack of getting along with others. 
He must understand them, must attune 
his conduct to theirs, must be able to 
win friendships, respect and co-opera- 
tion. 


THE BANKERS MAGAZINE 


AN INTRODUCTION TO THE STUDY OF 
Prices. By Sir Walter T. Layton 
and Geoffrey Crowther. New York: 
The Macmillan Co. $4.00. 


THIS new edition of a well-known work 
has been completely revised. New chap- 
ters have been added, dealing with the 
modification of theory which the events 
of the past twenty years have neces- 
sitated, and describing the price changes 
and the monetary developments of the 
war and post-war periods. 


PAMPHLETS RECEIVED 


CONTROL OF THE RETAIL UNITS OF 
CHAIN Stores. By Edgar H. Gault. 
Ann Arbor: University of Michigan. 

A stupby based on the analysis of con- 
trol methods employed by the central 
ofices of 62 different chain store or- 
ganizations handling 16 different types 
of merchandise in local, sectional, and 
national chains of retail stores. 


INDUSTRY. 
Princeton: Indus- 
Section, Princeton 


EDUCATIONAL REFUNDS IN 
By Eleanor Davis. 
trial Relations 
University. $.50. 

A FEW corporations have recognized the 

advantages of supplementing the voca- 

tional training afforded within the com- 
pany by the encouragement of matricu- 
lation in outside educational institutions. 

This pamphlet is based on their ex- 

perience. It is hoped that the begin- 

ning of business resumption may lead 
other employers to experiment also. 


= 


WHOLESALE SOCIAL 
REGENERATION 


I BELIEVE that the wholesale social re- 
generation which so many now seem to 
expect, if it can be helped by conscious 
co-ordinated human effort, cannot be 
affected appreciably by tinkering with 
the institution of property, but only by 
taking in hand life and trying to build 
a race.-—The Late Justice Oliver Wen- 
dell Holmes. 








